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Cost of Producing Farm Crops 
By O. R. Martin 


The items of cost entering into a manufactured product are 
commonly grouped as follows: 
1. Materials. 
2. Labor. 
3. General manufacturing expense. 
These items of cost may further be divided into: 
Materials. 
1. Direct costs: 
2. Indirect costs: General manufacturing expense. 
In the case of farm crops it will be found convenient to make 
a slight modification in this classification. In a manufacturing 
plant the cost of power is considered as an item of general manu- 
facturing expense. On the farm the power is usually supplied 
by horses, and in this case is more properly to be considered as a 
direct cost of production. The items of cost entering into farm 
crops may then be classified as follows: 
I. Direct. 
1. Materials. 
2. Man labor. 
3. Horse labor. 
II. Indirect. 
. Machinery expense. 
. Building expense. 
Insurance. 
Taxes. 
. Fertilizer expense. 
. Interest on the investment. 
. Wages of management. 
. Miscellaneous expense. 
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MATERIALS 


The chief and practically the only material entering directly 
into farm crops is seed. The seed may be secured from either of 
two sources: 


1. It may be purchased. 
2. It may be produced on the farm. 


If purchased, its cost is accurately indicated by the price paid 
for it. In addition it should be charged with the cost of transport- 
ing it to the farm. 

If the seed is produced on the farm the question arises as to 
whether it should be valued at the market price or at the cost 
of production. Of these, the first-named basis should be used, 
namely, the market price. If the cost of production is more or 
less than the market price, it is evident that a loss or gain has 
been realized, but this loss or gain should be definitely assigned 
to the production of the seed and not to the production of the crop 
for which the seed is used. A more accurate, likewise a more 
significant analysis of farm operations will be secured in this way. 


MAN LABOR 


The man labor on the farm may be divided into two classes, 
viz.: regular labor and extra labor. Regular labor refers to the 
labor that is employed more or less steadily throughout the year, 
and that is paid by the month or the season. By extra iabor is 
meant the labor that is hired from time to time and that is usually 
paid by the day or the hour. One of the most important problems 
of farm management is the manipulation of the labor supply, and 
it is essential that detailed information be available in this con- 
nection. Therefore, these two types of labor should be kept sepa- 
rate in the accounts, as the cost per hour will be different, the 
cost per hour of extra labor being much higher, as a rule, than 
that of the regular labor. 

The total cost of labor will consist of the following items: 


1. Cash payments of wages. 
2. The value of all farm products or services given in part 
payment of wages. 
3. The value of all board and lodging given in part payment of 
wages. 
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4. The rental value of all dwellings and land occupied by 
laborers who live on the farm. 

5. The value of the labor of the farmer. 

6. The value of the labor of members of the farmer’s house- 
hold who do not receive cash wages. 


The first of these items is easily ascertained. The second class 
of items is not so easily determined. If the farm products in 
question have a market price this price-may be used to place a 
value upon the products. In such cases the farm value, i.e., the 
market price less the cost of putting the goods on the market, 
should be used. Most products which are ordinarily given in 
payment of wages are capable of being valued in this way. Some- 
times a part of the farm laborer’s remuneration may consist of 
certain privileges or services, as, for example, the use of a team 
on certain occasions. The value of such services must necessarily 
be left to the judgment of the farmer, but if they constitute a 
part of the remuneration of the laborer they say be included in 
estimating the total cost of labor. 

The third item of labor cost presents a more difficult problem. 
As a rule, when board and lodging are given the laborer in part 
payment of wages, the laborer temporarily becomes a member of 
the farmer’s household. Therefore if the actual cost of board is 
to be used as the basis of this valuation it will be necessary to 
extend the cost accounts into the farmer’s household. Such a 
procedure is not satisfactory. The farmer’s household expenses 
should be kept separate from the farm expenses, as the private 
affairs of the farmer bear no direct relation to the cost of opera- 
tion of the farm. The profitableness of the farm is in no manner 
affected whether the farmer lives in a one-thousand-dollar house 
or whether he lives in a ten-thousand-dollar house. Changes in 
the farmer’s household expenses ought not to have any influence 
on the cost of operation of the farm any more than that a mer- 
chant’s household expenses should help to determine the rate of 
profitableness of his business. 

In addition, the determination of the cost of board on the farm 
involves so many arbitrary values that accuracy in the majority of 
cases is impossible. It will be necessary to keep a complete record 
of the time of the women in performing the various household 
duties, a value will have to be assigned to their work, a value will 
have to be placed upon all garden and other produce used in the 
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household, and other problems of a like nature will arise, an ac- 
curate solution of which is exceedingly difficult. In view of these 
facts it will be found a better plan to value the board at the price 
that could ordinarily be obtained for it. 

It often happens that farm laborers who are married are given 
houses to live in, together with a certain amount of garden space 
and possibly some live stock and poultry. These privileges are 
to be considered as part payment of wages. A value should be 
placed upon them and the amount added to the cost of labor. It 
is difficult to lay down a general rule as to what this value shall 
be and how it shall be determined, but it should always be suffi- 
cient to cover all expenses connected with furnishing such ac- 
commodation. 

With respect to the labor of the proprietor care must be exer- 
cised to separate the portion of his time devoted to ordinary 
manual labor from the portion of his time given over to what 
may be termed managerial duties. Almost every farmer spends 
a large proportion of his time doing ordinary farm work which is 
on a par with the work of his employees. This is spent directly 
on particular enterprises and its cost should be charged to these 
enterprises, the cost being the same as in the case of the labor of 
the employees. However, every farmer spends more or less of his 
time in managing and superintending the farm. This labor is 
supposedly of a higher grade than the ordinary manual labor, and 
accordingly a higher value should be placed upon it. In addition, 
it is not so directly assignable to particular enterprises. The fol- 
lowing plan has been adopted by the Illinois agricultural experi- 
ment station as a practicable one for making this distinction. 

Assign a value to the proprietor’s labor for the year, including 
in this valuation both kinds of labor. Keep a record of the 
manual labor of the proprietor together with the enterprises upon 
which it is spent. Ascertain the average rate per hour of the 
employees’ labor by dividing the total cost of their labor by the 
total number of hours they have worked. Ascertain the value of 
the proprietor’s manual labor using the same rate per hour. The 
difference between this amount and the total value assigned to 
the proprietor’s labor will represent the value of his managerial 
labor and should be charged to a separate account properly labeled 
to indicate its character. The manual labor cost will then be dis- 
tributed together with the cost of the labor of the employees 
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among the different enterprises in accordance with the time spent 
on each. The managerial labor will be distributed among the 
different enterprises in accordance with the plan for distributing 
the miscellaneous expense. As an illustration of the-plan let us 
assume the value of the proprietor’s labor for the year to be esti- 
mated at $600. At the end of the year the labor records show 
that the proprietor worked 2,000 hours at ordinary manual labor. 
Suppose the average cost of the employees’ labor is found to be 
18 cents per hour. Multiplying the number of hours the pro- 
prietor spent in ordinary manual labor, i.e., 2,000 by 18 cents 
gives the cost of the proprietor’s manual labor which is $360. 
Subtracting $360 from $600 gives a remainder of $240 which rep- 
resents the value of the proprietor’s managerial labor. 

The labor account must also include the value of the labor 
spent in the operation of the farm by members of the farmer’s 
family even though these do not receive wages as such. The 
valuation of this labor should be based upon the average cost per 
hour of the labor that is regularly paid for. 

If the total cost of the labor at the end of the month is divided 
by the number of hours actually worked that month, as shown 
by the labor record, the average cost per hour can be ascertained. 
The labor cost may then be distributed among the various depart- 
ments or enterprises of the farm in accordance with the amount 
of time actually spent in the operation of each. All labor spent 
in the operation of the farm should be converted into man-hours ; 
for example, if a boy is working on the farm and accomplishes 
one-half as much work in a given time as a man, each hour of his 
time should be recorded as five-tenths man-hour. 

HORSE LABOR 

The principal items comprising the cost of maintaining farm 
work horses are: : 

1. Feed. 

. Labor (man). 

. Cost of shelter. 

. Harness expense. 
. Depreciation. 

6. Interest on the investment. 

In addition, miscellaneous items, such as veterinary fees, shoeing, 
insurance and the like will need to be included when they occur. 


249 


or 2 


The Journal of Accountancy 


Feed is easily the item of chief importance in teams expense, 
and if it is to be ascertained accurately, much care will need to 
be exercised. In considering the cost of feed it will be found con- 
venient to divide the same into two classes, viz. : 

1. Feed purchased. 

2. Feed produced on the farm. 


The farmer, as a rule, does not find it necessary to buy feed 
for his horses. When he does, its cost is accurately represented 
by the price he pays for it. 

In estimating the value of products raised on the farm which 
are in turn consumed on the farm, such as feed, the market price 
should be used whenever it is available. It may be well to state 
briefly several reasons why this plan should be followed. One of 
these is that estimated or arbitrary valuations, although they can- 
not be wholly avoided in farm cost accounting, should never be 
used when more definite bases of valuation can be secured. A 
second reason is that since the farmer can actually realize the 
market price for his products, if he chooses to use these products 
on the farm their logical cost to him is the price he could obtain 
for them. A third and perhaps the most important objection to 
using the cost of production as a basis for valuation is that the 


‘ very products for which we are seeking a value are important 


items in determining the cost of production. For example, feed 
is the most important item comprising the cost of horse labor, and 
horse labor, in turn, is one of the most important items in the cost 
of production of farm crops. 

In using the market price for determining the value of feed, 
due allowance should be made for the cost of transportation to the 
market. The feed is worth to the farmer the price he could get 
for it less the cost of placing it on the market. This is commonly 
known as the farm value. 

Some of the products raised on the farm which are used as 
feed for horses do not have a definite market price. In such 
cases an approximate valuation is at times necessary. Pasturage 
is a product of this kind. When there are regular pasturage rental 
charges obtaining in the community, as is usually the case, these 
should be used; if not it will be necessary to ascertain the cost of 
maintaining the pasture, and this cost will need to be distributed 
among the live stock in accordance with the use they. make of the 
pasture. The use of the pasture can be recorded in terms of 
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pasture days, a pasture day representing one animal on pasture 
one day. Where live stock of different sizes uses the same pasture 
it may be assumed, in the absence of a more accurate measure, 
that their consumption will correspond to their weight. For ex- 
ample, it is estimated that 1,000 pounds of sheep will consume 
approximately as much pasturage as 1,000 pounds of horses. 

The amount of labor spent in caring for the horses will be 
secured from the labor record. This is valued at the regular rate 
for labor as determined each month from the labor account. 

The cost of shelter will be difficult to ascertain accurately. 
Since the buildings of the farm serve a variety of purposes, being 
used in connection with practically all farm enterprises, it will be 
more convenient to consider the distribution of the buildings 
expense separately. In ascertaining the total teams expense, how- 
ever, it is essential that the teams be assigned their proper share 
of the expense of maintaining the farm buildings. 

All items of harness expense, such as repairs, replacements, 
depreciation, and interest on the investment add to the cost of 
horse labor. Repairs and replacements of harness will be definite 
charges to the teams expense account, made as they occur. The 
depreciation of the harness should be estimated at the end of each 
year. The interest on the investment in harness equipment should 
be estimated at the current rate of interest and based on the 


average value of the harness equipment for the year. 


The decline in the value of work horses is an item to be in- 
cluded in the cost of horse labor. In estimating the depreciation 
it is better to consider each animal separately, for in the case of 
younger horses we may even have appreciation rather than de- 
preciation. Although no attempt should be made to adjust the 
valuation of horses directly to changes in the market price, such 
changes must be taken into account in estimating the depreciation. 
Merely as a guide in estimating the depreciation it may be noted 
that horses are generally considered to reach a maximum value 
at from five to six years of age and that their period of usefulness 
extends on the average until they have reached the age of fifteen, 
i.e.,a period of ten years. During this period, then, the deprecia- 
tion would amount to 10% a year. It should be remembered, how- 
ever, that there will be many cases in which the period of useful- 
ness ends sooner than this or continues longer. The value of a 
horse at the end of the period of usefulness is a quantity which 
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may for all practical purposes be left out of consideration in this 
connection. 

Interest on the investment in the teams must be taken into 
account if accurate horse labor costs are to be secured. The prob- 
lem of interest on the investment is the same in the case of all 
items of farm equipment and may therefore be considered inde- 
pendently. 

In ascertaining the cost of horse labor proper allowance should 
always be made for items which tend to decrease this cost. The 
chief item of this character will be the natural increase in the 
horses. The expense in connection with the raising of colts should 
be included in teams expense and the value of the colts should be 
considered a deduction from teams expense. A problem of im- 
portance to the farmer is to determine to what extent he can 
reduce the cost of horse labor by raising colts. When it is desired 
to ascertain definitely the amount of such reduction it is a simple 
matter to separate the expense of the colts from the expense con- 
nected with the other horses. 

After the total cost of horse labor has been ascertained it is 
necessary to distribute this cost among the different enterprises 
of the farm. This should be done in accordance with the time 
the horses have been used in connection with each enterprise. The 
horse labor record will give this information. Dividing the total 
cost of horse labor by the total number of hours worked will 
give the cost of horse labor per hour, and multiplying the rate 
per hour by the number of hours spent on an enterprise will give 
the share of the cost of horse labor assignable to that enterprise. 
In the case of man labor it was suggested that the cost of labor 
per hour be ascertained for each month, and that the cost of man 
labor be distributed over the enterprises monthly. In the case of 
horse labor it will be more satisfactory to ascertain the cost per 
hour only at the end of the year. There are several reasons why 
this should be done. 

1. The items of cost of horse labor are more varied than in 
the case of man labor and do not permit readily of accurate 
monthly charges. 

2. The time the horses work varies so much at different times 
of the year that even if the cost for each month could be secured 
accurately and a monthly rate obtained by dividing the total num- 
ber of hours the horses worked that month into the total cost, 
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such a rate would not result in a just distribution of horse labor 
cost. The farmer can rarely buy and sell horse power as he needs 
it. In order to have sufficient horse power available in the sum- 
mer months he must keep and feed horses in comparative idleness 
during the winter months. Figures collected by the Minnesota 
agricultural station show that the farm work horse in Minnesota 
averages about three hours of work a day during the year. In 
the winter months the average working time for a horse is ap- 
proximately one hour a day, whereas in the summer months the 
average rises to five and six hours a day. A part of horse labor 
costs of the winter months is therefore justly to be assigned to 
the enterprises upon which the horses are used in the summer. 


MACHINERY EXPENSE. 


The principal items comprising the cost of maintenance and 
operation of farm machinery are as follows: 


1. Repairs and replacements. 
2. Supplies. 

3. Cost of shelter. 

4. Insurance and taxes. 

5. Depreciation. 

6. Interest on the investment. 


The cost of repairs and replacements will be indicated by cash 
expenditures for this purpose and by the cost of the labor spent 
in caring for and repairing machinery. Supplies such as oil, binder 
twine and the like will also be represented by cash expenditures. 
Insurance and taxes, if there are any, will be represented in similar 
manner. The machinery should be charged with a just proportion 
of the buildings expense, the amount of the charge being deter- 
mined by the extent to which, the buildings are used for housing 
machinery. 

A general rate of depreciation is not practicable for farm ma- 
chinery. The rate of depreciation of all classes of machinery will 
not be the same on any two farms and the rate of depreciation of 
separate items will vary even more widely. Some of the factors 
combining to determine the rate are as follows: 

1. The character of the implement. 

2. The amount of its use. 

3. The intelligence displayed in using it. 
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4. The care it receives when idle. 

5. The promptness and adequacy of repairs when needed. 

Statistics collected by the Minnesota agricultural experiment 
station show that the average annual depreciation of all classes 
of farm machinery is about 7.3%. Most writers on the subject 
consider 10% a safe average rate, but accurate results can only 
be secured when each machine is considered separately. 

The interest on the investment in farm machinery should be 
calculated at the current rate of interest obtaining in the com- 
munity and should be based on the average value of the ma- 
chinery for the year. 

The machinery should be classified according to the enter- 
prises in connection with which it is used. Both the Minnesota 
and the Illinois agricultural experiment stations have classified 
machinery as follows: 

. Corn machinery. 

Grain machinery. 

Hay machinery. 

. Dairy machinery. 

. All-crop machinery. 

. Miscellaneous machinery. 

If the expense of each of these classes of machinery is kept 
separate it will be much easier to secure a just distribution of the 
machinery costs among the different enterprises. In the case of 
the specialized machinery (corn, hay, dairy) all the costs will be 
charged to the respective enterprises. Only in the event that 
there are several units composing one enterprise—such as when 
more than one field is devoted to the raising of corn—will it be 
necessary to keep a record of the work done by the specialized 
machines for the purpose of distributing their costs, and only in 
this case when it is desired to keep a separate record for each 
field or unit. In the case of the machines used in connection with 
more than one enterprise it is necessary to keep a record of the 
work done by the machines on each enterprise. The rate per 
hour for such machines can be found by dividing the total num- 
ber of hours they are used into the total cost of maintaining and 
operating them. 


BUILDINGS £XPENSE. 


Buildings expense consists of : 
1. Repairs and replacements. 
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2. Insurance and taxes. 
3. Depreciation. 
4. Interest on the investment. 


The repairs and replacements will be represented by the cost 
of the materials and supplies purchased for that purpose and by 
the value of the labor spent in repairing buildings. This latter 
will be secured from the labor record in the case of the regular 
farm labor that has been -so employed, whereas the value of 
extra labor that has been employed for this purpose will usually 
be represented by cash payments. 

Only ordinary repairs and replacements should be included 
in buildings expense. If any extraordinary repairs or replace- 
ments are necessary because of some unusual occurrence, such as 
a fire or a storm, these items should be charged directly to the 
profit and loss account. If such items should be included in the 
cost accounts these latter would not be of value for purposes of 
comparison, since the costs of this one year would contain items 
not ordinarily a part of the cost of farm operation. 

The insurance premiums and the payments for taxes are al- 
ways definitely ascertainable. The amount of the depreciation will 
vary greatly, depending upon such things as the character of the 
construction of the building, the promptness and adequacy of re- 
pairs and the use to which the building is put. For the more 
substantial farm buildings it is generally estimated that 3% will 
be a fair annual allowance for depreciation; in the case of the 
buildings of cheaper construction the rate will probably rise as 
high as 5%. Interest on the investment is to be estimated at the 
current rate of interest on the average value of the buildings. _ 

The buildings on the farm are used for a variety of purposes 
and it is a difficult problem for the accountant to distribute their 
cost of maintenance among the different farm enterprises making 
use of the buildings. The best basis of distribution will be found 
to be the space occupied in connection with each enterprise Fre- 
quently there will be a certain amount of building space not di- 
rectly assignable to particular enterprises, and in such cases a 
certain proportion of the buildings expense will need to be con- 
sidered miscellaneous farm expense and will be distributed among 
all the farm enterprises in accordance with the plan adopted for 
distributing such miscellaneous expense. 
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INSURANCE AND TAXES, 


Charges for insurance will be associated with particular assets 
and will thus form a part of the expense of maintaining such assets. 
At the end of the year the insurance should be distributed among 
the accounts representing this expense and in this way it will be 
definitely charged to the various farm enterprises in accordance 
with the use they make of the assets. 

Charges for taxes will be of a similar character. If there re- 
mains at the end of the year any undistributed portion of insurance 
and taxes it should be charged to miscellaneous expense. Care 
must be exercised in the case of insurance charges to apportion 
these accurately to the period to which they belong, as frequently 
the premiums paid are for insurance extending over a term of 
several years. 


FERTILIZER EXPENSE. 


The accountant has two distinct problems with which to deal 
in connection with fertilizer costs. He must place a value upon 
the fertilizer and he must distribute it among the different crops 
upon some accurate and just basis. 

Fertilizer may be purchased or it may be in the form of barn 
manure which is produced on the farm. In the first case its valu- 
ation is simple, the value being represented by the price paid for 
it plus the cost of transportation. When manure is produced on 
the farm its valuation becomes more difficult. There have been 
many attempts made to value the manure produced by the live 
stock on the farm and different bases have been used, such as: 

1. Value according to increased crop yields. 

2. Value according to the market price of the fertilizer con- 

stituents. 
Attention may be directed to certain experiments of this character 
conducted by the Ohio agricultural experiment station at Wooster, 
Ohio, the results of which are set forth in their bulletin No. 246. 
According to these experiments the value of fresh steer manure 
was found to be $2.92 a ton when based upon the market price 
of the fertilizer constituents and $3.73 a ton when based upon the 
value of increased crop yields. In the case of weathered steer 
manure the figures were found to be $1.80 when based upon the 
value of the fertilizer constituents and $2.93 when based upon the 
value of increased crop yields. In addition to making an allow- 
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ance for the variation in the fertilizer constituents of the manure 

from the different kinds of farm live stock, it must be noted that 
the net return from a ton of barn manure under general farming 
conditions depends upon the soil, the methods of cultivation, and 
the crops grown. 

Although such experiments emphasize very clearly the im- 
portance of utilizing the barn manure in the operation of the 
farm, they do not furnish a practical basis for determining fer- 
tilizer cost as one of the items in the cost of producing farm 
crops. Especially is this true in the case of the value determined 
upon the basis of increased crop yields, for in this case it would 
mean that the value of the factor of production is determined by 
the return it brings. If this same basis were adopted in valuing 
the other items in the cost of production the cost of a farm crop 
would be exactly the same as the income, leaving no room what- 
soever for a profit. Objection may also be made to this basis 
upon the ground that it places a value upon the manure which 
is higher than the price at which the farmer could dispose of it 
if he chose to do so or the price he would have to pay for it in 
the event of purchase. 

A more practical plan will be to value the manure as nearly as 
possible in accordance with its market value, making due allow- 
ance for the cost of transportation. It is important to secure as 

just a valuation of the manure as possible for the purpose of 
crediting the live stock as well as for the purpose of securing 
accurate crop production costs. In determining the value of the 
manure the cost of distributing it should not be taken into account, 
i.e., the live stock should be given credit for it in accordance with 
its value at the barn. The cost of distribution should be borne 
by the various crops, since this will vary with the location of the 
field and the difficulty or ease of access to it. 

The chief difficulty in distributing the fertilizer expense among 
the crops is that the benefit of the manure is not confined to one 
crop or to one year. The amount of fertility supplied by the 
application of fertilizer to the soil which is consumed by a single 
crop varies with the soil, the crop and many other conditions. 
With loam or clay soils a fair distribution in a four year rotation 
in which manure is used but once might be 40% to the first crop, 
30% to the second, 20% to the third, and 10% to the fourth crop 
after applying manure. In such a case the best plan is to charge 
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all the fertilizer cost to the crop and then credit it with the value 
of the fertilizer still in the soil, carrying this balance over as a 
charge against the next crop. Where annual applications are 
made, which are fairly constant in amount and character, the 
value of the fertilizer remaining in the soil may be ignored, since 
this amount will be practically constant from year to year. In 
such a case the entire value of each application will be charged 
to the crop for that year. The fertilizer record will show the 
amount of fertilizer that has been applied to each field. 


INTEREST ON THE INVESTMENT. 


There is a difference of opinion among accountants with re- 
spect to whether or not interest on the investment is to be con- 
sidered an item in the cost of production. Interest on the invest- 
ment may be said to represent the service of the fixed capital 
employed in the operation of the farm. The factors of production 
on the farm may be divided into three classes, viz.: land, labor 
and farm equipment. The service furnished by labor is repre- 
sented by the current expenditures for labor in the form of cash 
and miscellaneous services. It is not necessary to make a perma- 
nent investment of capital in labor. In the case of land and farm 
equipment, however, in addition to the current costs represented 
by actual expenditures, it is necessary to invest a certain amount 
of capital permanently. All capital, as such, has an earning 
power. If the farmer does not invest his capital in land and 
farm equipment he will be able to realize a return from it by 
investing it elsewhere. If he does not realize a return on his in- 
vestment in land and farm equipment at least equal to the return 
he would realize if his money were invested elsewhere it is obvious 
he is operating his farm at a loss. 

Much of the opposition to including interest on the investment 
as a part of the cost of production is due to the confusion between 
the interest which is actually paid out on money borrowed and the 
interest which represents the service performed by capital. It 
is true that if the interest charge were represented by actual pay- 
ments-of interest on money borrowed the cost of production would 
vary with the extent of the farmer’s indebtedness, which is absurd. 
But such interest is to be considered a deduction from profit, not 
an item in the cost of production. The interest on the investment 
that does constitute a part of the cost of production is the earning 
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power of the capital that is invested in the land and farm equip- 
ment, whether it is wholly or only partly owned by the proprietor 
of the farm. 


MISCELLANEOUS EXPENSE. 


As will appear from the preceding discussion most of the in- 
direct items of cost (machinery expense, buildings expense, insur- 
ance, taxes, fertilizer expense, interest on investment) can be con- 
verted into direct costs and charged directly to particular products. 
There are, however, on every farm certain items of expense 
which are miscellaneous in character and which are not associated 
with any particular enterprise but are nevertheless essential inci- 
dents in the operation of the farm. Such miscellaneous expenses 
add to the cost of producing farm products and some basis must 
be secured in accordance with which they can be distributed justly 
among the different farm enterprises. 

The general aim in cost accounting is to distribute the general 
expense among the departments or enterprises in the proportion 
which the operations of these departments or enterprises bear to 
the total operations of the concern. Man labor is the most im- 
portant item in the cost of farm products, and the proportion in 
which the different farm enterprises share in the total cost of man 
labor is undoubtedly the most accurate index to their share in the 
total farm operations. The miscellaneous expense on the farm, 
therefore, will be distributed most accurately by charging to each 
enterprise the same proportion of miscellaneous expense which 
the man labor charged to that enterprise bears to the total cost 
of man labor. 
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Return of Annual Net Income by Corporations* 


By W. F. Weiss, C. P. A. 


The form of return of annual net income for corporations 
has been materially expanded this year over that of last year. 
Particularly in its “supplementary statement” there are now called 
for details of vital importance to the corporations, and the form 
specifically states that without them the return will not be ac- 
cepted as complete. 

THE JouRNAL or ACCOUNTANCY in its issue of January, 1915, 
under the title of Extending the Inquisition, commented editori- 
ally on the subject. Tonight’s meeting and its programme of 
discussions of various income tax features affords a fit oppor- 
tunity to review this “supplementary statement,” and agreeable 
to request, I shall endeavor to do so, devoting not so much con- 
sideration to all of its specific component items as‘to its appre- 
ciable significance and importance to the corporations, and to 
the question of its being necessary for the purposes of making 
the law effectual, or of its being compulsory, and to the question 
of policy involved. 

From the point of its appreciable significance and importance 
to the corporations, it is to be noted that the requirements prac- 
tically call for all of the important component parts of the cor- 
porations’ income and profit and loss accounts. Thereby would 
be disclosed the corporations’ sales, the cost of goods sold as 
consisting of cost of material, labor, power and other manufac- 
turing expenses, as well as the general expenses—and from the 
respective amounts so to be disclosed there would be further 
readily ascertainable the relative percentages of costs and ex- 
penses to sales. The keen competition of the present day makes 
accurate knowledge and control of costs and of expenses in 
amounts and in relative percentages to volume urgent, if not 
imperative. Expenditures for reliable cost finding methods by 
many corporations have been found justified and compensated 


* An address at the meeting of the New York State Society of Certified Public Accountants 
New York, February 8, 1915. 
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in results, and there can be no question that knowledge of such 
segregated items of operations as now called for by the supple- 
mentary statement under the subsection (3) of “gross income 
from operations,” and (4) of “general expenses,” would be of 
material advantage aiid value to competitors. 

On the question of the supplementary statements being neces- 
sary for the purposes of making the law effectual or of its being 
compulsory, several provisions of the law as well as its language 
furnish comprehensive guidance and information. Allow me to 
direct your attention to the two sections “G-b” and “G-c” of the 
act, which, while related, are also quite distinct each from the 
other in their respective provisions, and to quote—not the entire 
sections but so much of each as is significant for comparison and 
distinction. Section G-b provides: 


Such net income shall be ascertained by deducting from the gross 
amount of the income of such corporation, joint stock company or associa- 
tion, or insurance company, received within the year from all sources: 
(1) All the ordinary necessary expenses paid within the year in the 
maintenance and operation of its business and properties, etc., etc.; (2) All 
losses actually sustained within the year, etc., etc.; (3) The amount of 
interest accrued and paid within the year on its indebtedness, to an 
amount of such indebtedness not exceeding one-half of the sum of its 
interest-bearing indebtedness and its paid-up capital stock outstanding at 
the close of the year, etc., etc.; (4) All sums paid by it within the year 
for taxes imposed under the authority of the United States, or of any 
state or territory thereof, etc., etc. 


Section G-c provides that the tax imposed shall be computed 
upon the basis of the net income ascertained as herein provided, 
and any corporation, joint stock company or association and in- 
surance company, subject to the tax herein imposed, computing 
taxes upon the income of the calendar year or the fiscal year, in 
such form as the commissioner of internal revenue, with the ap- 
proval of the secretary of the treasury, shall prescribe, shall ren- 
der a true and accurate return, under oath or affirmation of its 
president, vice-president or other principal officer and its treas- 
urer, to the collector of internal revenue for the district in which 
it has its principal place of business, setting forth: 

1st The total amount of its paid-up capital stock, etc., etc., 

at the close of the year. 

2nd The total amount of its bonded and other indebtedness 

at the close of the year. 

3rd The gross amount of its income received during the year 

from all sources, etc. 
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4th The total amount of all its ordinary and necessary ex- 
penses paid out of earnings in the maintenance and 
operations of the business and properties of the corpora- 
tion, stating separately all rentals or other payments, 
required as a condition to the continued use or possession 
of property, etc. 

5th The total amount of all losses actually sustained during 

the year and not compensated by insurance or otherwise, 
stating separately any amounts allowed for depreciation 
of property, etc., etc. 

6th The amount of interest accrued and paid within the year 

on its bonded or other indebtedness not exceeding one- 
half of the sum of its interest-bearing indebtedness and 
its paid-up capital stock outstanding at the close of the 
year, etc., etc. 

?th The amount paid by it within the year for taxes imposed 

under the authority of the United States, etc. 

8th The net income of such corporation . . . after mak- 

ing the deductions in this subsection authorized. 

Section G-b of the statute thus makes mandatory provision 
for the manner and method of ascertainment of the net income; 
while section G-c provides for the making of the return and 
specifically provides for the contents of the return. But a com- 
parison of the related provisions in both sections also denotes a 
clear distinction between them, viz. : 


In Section G-b In Section G-c 
Ascertainment of Net Income Provision for Contents of Re- 
turn 


The gross amount of the in- The gross amount of the in- 
come received within the come received within the 


year from all sources. year from all sources. 
All the ordinary necessary ex- The total amount of all its 
penses, ordinary necessary expenses, 
All losses actually sustained. etc. 
The amount of interest, etc. The total amount of all losses 


All sums paid ..% for taxes. actually sustained. 
The amount of interest, etc. 
The amount paid ... for taxes. 
The provisions in section G-b thus appear specific in guidance 
and instruction for the ascertainment and determination of the 
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net income. Section G-c clearly shows its relation to section 
G-b, but in prescribing the contents of the returns, it specifically 
calls for the gross amount of income and the gross or total 
amounts to be set forth in the return of all expenses, all losses, 
interest and all sums paid for taxes, prescribed to be taken into 
account in the ascertainment and determination of the net in- 
come (per G-b). Both lead to the same result of net income. 
The method of ascertainment appears intended to be guiding, 
instructive, all-embracing and providing against omissions. The 
required contents of the return appear to call clearly for sum- 
marized or total amounts of specific segregations and the segre- 
gation thus provided for by the act attains further importance 
in that it apparently intends to preclude reading any further 
segregation of the returns into the act, after an all-embracing 
method of ascertainment of net income has been prescribed in 
the preceding section of the act, of which a return is called for in 
prescribed summary amounts. 

The act provides that the returns constitute public records 


subject to inspection on the order of the president, under rules 


and regulations prescribed by the secretary of the treasury and 
approved by the president—but corporations will not overlook that 
there exists, nevertheless, the possibility of conditional access to 
the returns. 

I have referred before to the significance and importance which 
the details of the supplementary statement of form 1031 (revised), 
if supplied, would attain. The act provides that returns shall be 
in such form as the commissioner of internal revenue, with the 
approval of the secretary of the treasury, shall prescribe. The im- 
portant question thus arises whether the commissioner may call 
for further segregations in the return of gross income and of the 
various classes of deductions not provided for in the act and 
beyond the summary amounts of the segregations clearly set forth 
in section G-c. The words “in such form” when viewed in their 
relation to the specific provision for the contents of the return, 
defined closely following in the same section, become quite clear 
and significant. I am of the opinion that “form” cannot mean 
“contents” any more than “manners mean character.” The con- 
tents are by the act defined to be gross or total amounts; dele- 
gating the right to change them would be delegating law- 
making powers to an administrative department. It would 
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seem clear and logical that the act only intends to delegate 
discretion on the “form,” i.e., the form or manner of arrange- 
ment and alignment of the prescribed contents. The same 
section provides that returns are to be made under oath by 
responsible officers of the corporation. Section 3173 of R. S. as 
amended by this act of October 3, 1913, after again providing for 
a list or return, verified by oath, according to the forms and regu- 
lations to be prescribed by the commissioner of internal revenue, 
with the approval of the secretary of the treasury, makes it lawful 
for the collector 


if any person shall refuse or neglect to render such list or return within 
the time required . . . or whenever any person who is required to 
deliver a monthly or other return of objects (which include in another 
section the amount of annual income) fails to do so or delivers any 
return which in the opinion of the collector is false or fraudulent or 
contains any under-valuation or under-statement, to summon such person 
- « » Or any other person he may deem proper, to appear before him 
and produce such books . . . and to give testimony under oath. . . . 


You will note that in this section the right to summon and 
examine is hereby made conditional upon, first, the refusal or 
neglect to render a return, and, secondly, upon a return being in 
the opinion of the collector false or fraudulent or containing un- 
der-statements. Article 186 of treasury regulations and rulings 
holds that for the purpose of verifying any return made pursuant 
to this act, the commissioner of internal revenue may cause the 
books of such corporation to be examined, and for the purpose 
of such examination the books of corporations shall be open to 
the examining officer or shall be produced for this purpose upon 
summons regularly issued. 

On the subject of recognition and importance given to the 
segregation provided for by the act, there is of interest the ruling 
of the department under article 114: 


Expenses of operation and maintenance shall include all expenses for 
material, labor, fuel and other items entering into the cost of the goods 
sold, or inventoried at the end of the year, and all other expenses incurred 
in the operation of the business, excepting such as are required by the 
act to be segregated. 


If the commissioner herein rules on the classes of expenses to 
be included in the total amount of general expenses (to be stated 
per section G-c) and on the exception of such as are required by 
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the act to be segregated in the return, it would be not only con- 
sistent to rule on inclusions or comprisals of other total amounts, 
-but otherwise to recognize all of the segregations of the return 
provided for by the act. Moreover, the latest requirements called 
for in the supplementary statement of this form 1031 (revised), 
under the heading of “deductions”—item 4—“general expenses,” 
wherein are now called for detailed segregations not provided for 
by the act, appear to be rather in contradiction to this ruling under 
article 114. 

From the arguments and discussions in the congress on the 
publicity and inquisitorial features of the proposed law when it 
was under debate, from the enactment of the methods of ascer- 
tainment of net income and of a summarized return thereof under 
specific total segregations, and from the powers conferred of 
verification and investigation, the intention of the law may well 
be inferred to have been a provision for a method of determination 
of income, for a summarized return thereof under specific segre- 
gations and for the authority to verify or investigate—but not for 
any further expansion in the segregation or itemization in returns, 
which would place the innermost operations of business in a public 
document and which may result in damage or injury to the cor- 
poration. 

Merely for the purpose of making the law effectual, the sup- 
plementary statement does not seem to be necessary in view of 
all the specific provisions and safeguards of the act. 

It is also of interest to note that, while the manner of ascer- 
tainment of net income is provided for, the law is silent on the 
determination of the “gross amount” of the income received. This 
may be considered from various points, but the debates upon the 
bill in the congress noticeably disclose consideration and a leaning 
towards the interpretation of income in accordance with the ac- 
cepted custom and practice. According to the congressional 
records, Representative Hull, in a debate on the bill before the 
congress, referred to a decision familiar to us that, “Income has 
been defined as the gain which proceeds from labor, business or 
property of any kind, the profits of commerce or business.” 

Senator Shields quoted the same definition and added in his 
debate that “this is the natural and obvious sense of the term and 
is so used in the constitutional amendment and in this bill.” In 
the form of this year’s return—form 1031 (revised)—on its first 
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page, the department calls for the gross income divided into sub- 
divisions of gross income from operations, rentals, interest, divi- 
dends received, and from other sources. This segregation, while 
not provided for as the contents of the return, may not give rise 
to objections and may be said to be comprehensive and sufficient 
for the determination of net income when the various groups of 
deductions, which practically correspond to the provisions of the 
act, have been made; and I believe a filling out of these segrega- 
tions on the upper part of the first page would constitute com- 
pliance with the act. 

Considering the further details and segregations called for in 
the supplementary statement from the viewpoint of their being 
compulsory, as well as of policy, I am led to the opinion that a 
number of these detailed statements, such as under the subjects 


_ of “gross income” and “expenses—general,” are not compulsory 


and need not be filled out by corporations unless they prefer to 
do so as a matter of policy. The forms are clearly methods to 
simplify and regulate compliance with the provisions of the law, 
but there should necessarily be a limit to the requirements in these 
forms, which become public documents, in any endeavors to ex- 
pand beyond the ségregations provided for in the act. As a 
matter of policy it might prove expeditious to fill out such details 
where there is no good reason for withholding the detailed in- 
formation and where it might not be injurious directly or indi- 
rectly to the corporation making the return. While the functions 
of the department of internal revenue are administrative and not 
judicial, there will naturally be a tendency and inclination on the 
part of corporations to compliance with the administrative require- 
ments as far as may not be contrary to reasonable protection. 
But, it may also be argued in respect of policy, that the govern- 
ment will no doubt exercise its right of examination and verifica- 
tion as it sees fit, and the details which are now required could not 
be construed as having special influence towards increased confi- 
dence and lessening the exercise of the government’s right to 
examine. I mean that there seems to be no especially pertinent 
reason why the government should have more faith in the return 
by reason of the supplementary statement than it would in the 
statement on the first page of the return, made according to the 
specific provisions of the act and under oath by responsible 
officials. 
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Special comment appears to me to be also of interest upon 
section 4 (a) 7, of the supplementary statement, whereunder the 
corporation is required to state the names of officers and employees 
to whom salaries of $3,000.00 or more were paid during the year, 
and the amount paid to each. In the first place, the corporations 
are not required to state the names of officers and employees to 
whom salaries of $3,000.00 or less are paid, the law providing 
specifically that “in either case above mentioned (referring to 
the withholding corporation), no return of income not exceeding 
$3,000.00 shall be required.” Further, it is to be noted that while 
the returns of corporations become public documents, there is no 
provision in the law that the returns of individuals become like- 
wise public documents. Section D of the law provides that com- 
panies, corporations, etc., having control or payment of all de- 
terminable gains, profits and income of another person subject to 
tax “shall, in behalf of such person, deduct and withhold from the 
payment an amount equivalent to the normal income tax and 
render a return as aforesaid.” Such return was provided for by 
form 1042, and, as required to be made “in behalf of such person,” 
appears to be only a supplemental return and to retain as such the 
status of an individual return in respect of its not becoming a 
public document like the corporation’s annual return of net in- 
come. It would seem therefore to be an invasion upon the pro- 
tection afforded to the individual by the act to make this supple- 
mental return on the corporation’s return of net income. 

We all appreciate that the law in every respect is to be admin- 
istered by the officers of the law and not by those who are subject 
to it. In my general review of the return and the supplementary 
statement, I trust my desire and intentions will be understood to 
have been to aid and guide in reasoning and interpretation, and 
not in venturing decisions which would be the function of the 
courts, and that I need not emphasize, individually nor in behalf 
of our profession, that our aims and endeavors are to assist in 
the attainment of constructive and not obstructive or destructive 
results, 
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FINANCING AND CONTROLLING A DIVISION OR 
DEPARTMENT 


By Henry C. Macee, C. P. A. 


In financing and controlling a division or department we 
must consider both the advance of capital and the conduct of 
the business and, in our case, both in their relation to the general 
enterprise, i. e., a department store business. 


STARTING THE BUSINESS 


Ist. Proper location and requisite control thereof. 
2nd. Is the particular line conducted 
(a) primarily as a money making proposition in itself, or 
(b) merely as an adjunct to the general business, as a 
complement to the department store plan? 

If (a) then the return on the investment is the prime motive, 
but if (b) then the least expense for the greatest convenience is 
the moving consideration. 

3rd. What is required in the way of preparation to make a 

correct start? 

4th. The arrangement of the requirements in budget form so 

that a proper check may be made at stated intervals of 
the operation figures against the budget forecast. 

The capital employed is of two kinds: 

Ist. Fixed capital. 

2nd. Circulating capital. 

The fixed capital is that invested in the premises or depart- 
ment site in which the business is done and in the furniture and 
fixtures necessary for the sale of the merchandise, such as coun- 
ters, shelves, show-cases, display stands, etc. 

The circulating capital is that required for merchandise and 
for the operating expenses of the business prior to receipts from 
operation. That part of the circulating capital invested in mer- 
chandise should be kept turning as rapidly as the nature of the 
business will permit, as the profit or loss depends thereon. 


*The substance of a lecture delivered at Columbia University, New York, January 19, 
1915, and forming part of the author’s work on department store accounting. 
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Each article turns in accordance with certain fixed principles, 
certain goods turning faster than others; but there is a general 
relation between rate of turnover and percentage of profit per 
turn, both of which should be carefully watched. 

Certain articles will turn six times a year at a gross profit of 
20% a turn, making a total gross profit of 120% on the invest- 
ment in merctiandise; while others will turn, say, four times a 
year at a gross profit of 30% a turn, making a total also of 120% 
on the investment in merchandise. (It should be noticed that 
we say investment in merchandise, as that is often only a small 
part of the real investment, which includes that in real estate 
leasehold, furniture and fixtures, certain overhead charges, etc.) 

When all is brought back to net return on the amount of 
actual investment it will be observed that all net profit tends to 
a normal and fair rate throughout. Therefore the individual who 
enters into a business because he thinks a big profit apparent with- 
out considering his fitness for the said business is likely to lose 
his money for his experience. 

Let us consider a business to be epunened at a profit in itself. 
Assuming the location as satisfactorily determined and the 
equipment in furniture and fixtures adequate we take up the mat- 
ter of service conditions so that everything may be in order for 


our prospective campaign. 
SELECTION OF MERCHANDISE 


The merchandise should be selected with the idea of having 
the investment in only the best articles in the respective grades 
so that a complete assortment of the most salable goods may be 
installed for the least investment. The department manager 
should make up his scale of purchases in advance of his trip to 
the market so that his*stock may be completely forecast before 
he spends a dollar. He should plot his department section by 
section and article by article until he has his lay-out completed. 
He will thus be able to “cut his garment according to his cloth.” 

If the division is a large one it is divided into sub-divisions 
and sections with a responsible head in charge of each sub-division 
and often a “head of stock” for each section as well. 


TURNOVER OF STOCK 


The stock must be kept turning in accordance with the best 
usage of the particular business in order to provide a proper 
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return on the investment. The required rate of turnover should 
be kept constantly in mind as any diminution means an accumu- 
lation of stock on the shelves which will have to be sold at greatly 
depreciated prices, therefore: 

Frequent inventories on the part of the section heads are ab- 
solutely necessary. 

Each department manager must be kept informed as to the 
amount of stock on hand, what goods are not selling and the 
reason, if it may be determined. 

Goods that do not move as promptly as may be expected may 
be turned into money while the season is “on” often at a slight 
sacrifice of profit when if held to the close of the season they 
would have to be “cut to the bone.” 

Large stock rooms are often a great drawback to the suc- 
cessful turning of merchandise and may be graveyards in which 
dead stock is buried to be exhumed at a most inopportune time 
for the investor. Therefore it should be the duty of a responsible 
assistant to take charge of the stock room. 

The buyer or department manager must require frequent de- 
tailed reports of stock on hand both reserve (stock room) and 
forward (on the selling floor) ; and, while he should have assist- 
ants trained to furnish detailed records, he must be the star of 
his company. 


ORDERS AND VALIDATION OF SAME 


Advance orders are placed in advance of the season in which 
the goods are to be sold and must be prepared most carefully. 
The aim is to plot out the purchases, having each of the assistants 
make up his respective requisitions, which in turn are checked 
back by the buyer before he is ready to go into the market. In 
connection with the requisitions each head of stock should present 
his inventory of goods on hand duly classified. 

The taking of inventory brings to notice the excesses in the 
stock as well as the wants, and if properly classified inventories 
are kept the work will be easy and most profitable. 

By planning out the prospective purchases the buyer gets 
his knowledge of the amount of money necessary to spend to 
complete his stock before he enters the market. This prevents 
cancellations after he has selected merchandise—which are always 
to be avoided as indications of incompetence. 
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The orders as a rule are validated by the financial division of 
_ the establishment, in which are kept tally records so that a com- 
parison of the operations of the department may be made at all 
times, 

THE BUDGET 


At the beginning of each fiscal period a budget is made up 
showing the proposed order of business for each division. 

This should present : 

1st. The amount of capital involved in the conduct of the 
particular division. 

2nd. The amount of merchandise on hand and how divided, 
section by section. 

3rd. The amount of outstanding orders for undelivered mer- 
chandise and how divided, also section by section. 

4th. The fixed charges. 

5th. The current rate of expense. 

6th. The total running expense of the division. 


There is of course much more to be considered than the 
amount of merchandise involved. For instance, take a business 
requiring a stock of merchandise averaging $12,500, doing a 
business of $75,000 per annum, with an inventory of $10,000 at 
the beginning and end of the period and purchases of $52,500 
for the period. The premises in which the department’s business 
is conducted are valued at $50,000 and fixtures at $5,000. It is 
obvious that more than $12,500 would be required to run that 
business, yet you will often hear buyers state that they made so 
much money and that it is “a mighty big return on an investment 
of $12,500,” reckoning, because a rental was charged, that the 
return resolved itself into a profit on the merchandise investment 

only. 
It must be remembered that property or property rights are, 
or should be, secured for a term of years and require capital in- 
vestment in order that they may be secured against an undue 
increase of rental, etc. 

In the case in point say, for instance, that the property at 
$50,000 was purchased subject to a mortgage of $20,000. The 
division is charged with a rental of $3,750. (Of course these 
are arbitrary and not intended as working figures but merely for 
illustration.) Let us assume that the department made a gross 
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profit on the sales of 34% cash discount and 30% regular 
trading gross profit or a total of 33!4% on the sales. The ex- 
penses were 27% on the sales made up as follows: 


Non-selling direct salaries......... 5% “ih 
General and direct expense......... 
We would show a statement something after the following 
order : 
Trading account sales after deducting 
Inventory at commencement of period. . $10,000 
62,500 
Inventory at close of period.......... 10,000 f 
Cost of merchandise sold inclusive of | 


Income from merchandising (exclusive 
. of cash discounts) equivalent to 30% 


Income from cash discounts equivalent 4 
2,500 


Total income from merchandising. .... 25,000 
Expenses : 
Salaries selling equivalent to 7% of 
5,250 
Salaries non-selling equivalent to 5% 
: Rent equivalent to 5% of sales...... 3,750 
Advertising equivalent to 4% of sales 3,000 Bl 
Sundry general and direct expenses 
equivalent to 6% of sales........ 4,500 20,250 


Net profit equivalent to 614% of sales. . 4,750 
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If the return of $4,750 is taken on the $12,500 worth of 
merchandise it looks extraordinary, being 38% on the amount; 
but the investment is: 


Store premises...... $50,000 
Net (not counting depreciation)...... 30,000 
Fixtures (not considering depreciation 


The actual rate of return is thus not over 10% (notwithstand- 
ing the risks of business), and this does not take into considera- 
tion the amount of working capital necessary to carry the staff 
of employees over the lean periods until the returns come in. If 
the premises are carried clear of mortgage encumbrance the in- 
vestment is $67,500 instead of $47,500 and the rate of return 
reduced to about 7%, so that the money in this as well as any 
other business must be worked for at a serious risk. 


TIMES TURNED 


In the example given the stock actually turned 41-5 times. 
That is: ; 


$75,000.00 

Cost thereof, i.e., 52,000.00 
Divided by average stock ($12,500) = 4.20 


This means that on an average the goods were on the shelves 
nearly three months before they were sold. Some goods are sold 
the same day as received while others are held for months; but 
on the average the goods will be held from two to four months. 
The selling and general service staff must be employed ahead of 
time and duly drilled from the general manager to the member 
on the lowest rung of the ladder. All this must be financed. 
The installation represents a certain amount of invested capital, 
varying according to the size and conduct of the business but 
permanent in a greater or less degree. 


RATE OF TURNOVER 


The rate of turnover is calculated by various standards: 
1st. By dividing the average stock at retail price for a stated 
period into the net sales at retail prices for the same 
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2nd. By dividing the average stock at cost price for the period 

into the cost of net sales for the same period. 

3rd. By dividing the average stock at cost into the amount of 

net sales at retail prices for a stated period. 

4th. By dividing the average of the two inventories (at be- 

ginning and end of a period) into the sales for a period. 
(This is not true turnover unless it should happen that 
the average of the inventories is identical with the average 
stock, which it rarely is.) 

The first plan we think is the best, but the main thing is to 
have the comparisons equitable and the relation between rate of 
turnover and gross profit on investment properly identified. 

In considering the matter of turnover of capital invested in 
merchandising it of course makes a difference whether goods are 
bought or sold for cash or on a credit basis. For instance, if 
one should turn his capital invested in merchandising once every 
three months and then give one month’s credit he would have to 
wait for four months until the income on his turn was realized 
and therefore practically would decrease his rate of turnover 
25%. In other words the effect would be that of a three times 
turnover instead of a four. 

The relation of turnover and gross profit should always be 
remembered. When the rate of turnover is calculated on average 
of stock at cost divided into sales at retail price the times turned 
should be multiplied by the profit per cent reckoned on the sales ; 
but when it is calculated on average stock at cost divided into 
cost of goods sold or average stock at retail divided into retail 
prices of goods sold the number of times turned is multiplied by 
the rate of profit on the cost. 

Example of rate of turnover and gross profit taken together 


Invento 


Average stock Net sales Gross 
Beginning Ending Coat” Retail Cost Retail 
$8,000 $8,000 $10,000 $15,000 $40,000 $60,000 50% 334% 

Plan No. 1 Average stock at retail $15,000 

into net sales at retail $60,000 — 4 times 

@ 50% profit per turn equals 200% profit 

on amount invested ($10,000) or........ $20,000 
Plan No. 2 Average stock at cost $10,000 

into cost of net sales $40,000 4 times 

@ 50% profit per turn equals 200% profit 

on amount invested ($10,000) or........ $20,000 
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Plan No. 3 Average stock at cost $10,000 
into net sales at retail $60,000 —6 times 
@ 33%% profit per turn equals 200% 


profit on amount invested ($10,000) or $20,000 
Plan No 4 Inventory at beginning......... $8,000 
Average of two inventories...... 2:16,000 
8,000 


times turned, i.e., $8,000 into sales 

at cost $40,000 = 5 times at 50% 

on the cost= 250% on amount 

figured as turned, viz., $8,000 = $20,000 
or times turned, i.e., $8,000 into sales 

at retail $60,000 7% times at 

3344% on the retail or 250% on 

amount calculated as turned, viz., 


Therefore if the gross profit is always shown in its relation 
to the amount invested in merchandise and the expenses are fig- 
ured in their proper relation the actual return must be correctly 
shown. 

Let us assume that in the present example the expenses 
amounted to $16,200 or 27% of the amount of net sales, or 40%2% 
of the amount of the cost of the said net sales; so that the total 
rate per cent of expenses to amount invested in merchandise 
would be 4 times (cost into cost) 401%4% or 162% on 
or 6 times (cost into sales) 27% or 162% on $10,000 or $16,200 
showing the net profit of $20,000 — $16,200 or $3,800 on an in- 
vestment of $10,000 in merchandise (but of course considerably 
more counting capital invested in premises including fixtures and 
furnishings, etc.) 

It should be observed that the rate of expenses as compared 
with cost of goods sold and selling price thereof will vary ac- 
cording to the rate of profit on the goods sold. For example, 
while expenses are generally reckoned in relation to sales it is 
often well to show their percentage relation to cost in order to 
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impress on the department manager the load which his goods 
have to carry before any profit can be taken. 

The expression of expenses to sales in terms of the percentage 
of expenses to cost will vary according to the margin of profit, 
for instance: 


Expense Expense 
per cent to per cent to 
Sale price Bill cost sale price cost price 
$1.25 $1.00 30% 374% 
1.40 1.00 30% ; 42% 
1.50 1.00 30% 45% 
1.75 1.00 30% 
2.00 1.00 | 30% 60% 


If we assume that on a business of $75,000 there is a charge 
of $22,500, or 30%, it would mean that an average of over 30% 
gross profit must be made on the sales to yield any net profit at 
all. Therefore if all the department’s business were done on goods 
bought for 75c. and sold for $1.00 it would mean a loss of 5c. 
on every sale, or 5% on the sales. In other words, when the 
expenses were 30% on the sales and the profit 25% thereon 
(goods sold for $1.00 costing 75c. would be at a profit of 25% 
on the sales) the loss was 5%. On sales of $75,000 this would 
mean a loss of $3,750. 

The buyer must very carefully watch the course of his business 
to see that a proper ratio of profit to sales is maintained. This is 
often overlooked. The writer has often found buyers nonplussed 
over the poor profit showing at the end of the year and saying, 
“My stock always shows a good mark up.” Investigation 
invariably revealed that the sales were not of those “good mark 
up” goods. 

If a buyer will take a few moments in the early part of each 
day to look over the sales schedules of his selling force and the 
daily returns of merchandise not kept by customers he will be 
amply repaid for his effort. 

In some establishments the cost of the goods sold is often 
noted on the schedules in code either for a stated period or as 
a permanent rule, and the cost and selling prices of the goods sold 
are tabulated by clerks. The result shows the profit on the actual 
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As a special guard against low profit selling, etc., the plan is 
excellent and in the writer’s experience has been very successfully 
done. 

I have said if the buyer would take the early morning to look 
over sales schedules it would be well, because so many buyers 
neglect to take advantage of the early hours, apparently not un- 
derstanding that the morning hour has gold in the mouth. The 
man who is promptly at his post early in the day enlivens his 
whole working force. He can see that his merchandise is made 
most attractive and new goods brought forward, backward goods 
repriced if necessary or rewrapped or freshly ticketed at any 
rate, and in fine make a success rather than a failure of his 
business. 

If goods are backward and do not move readily a department 
manager should not hide them away, to have them reappear like 
Banquo’s ghost, but take counsel with his superior officers and 
originate a plan of action to get rid of them. Some will sell such 
goods at auction or to pedlars as a wholesale clearance but this 
should never be done except with the direct approval of the head 
of the house. In one instance this was done and a competitor se- 
cured the goods for a song and sold them in the same territory 
and to the customers of the former merchant at a good profit 
and with a gain in prestige merely by attractively merchandising 
the goods. 

A section or division of the establishment is often set apart 
in which certain goods are offered for sale at special prices. This 
often stimulates the sale by inducing the trade of customers who 
would ordinarily trade elsewhere and at the same time avoids the 
association of customers of uncongenial tastes. 

A new location, a change of sales-people, a different mode of 
display will often be successful in facilitating the sale of goods 
which would otherwise remain unsold. The buyer must organize 
his department and infuse into each individual a spirit of re- 
sponsibility proper to his station so as to cover adequately all the 
phases of his business and continually check up the operations 
of his department to see that the spirit is maintained. 

I submit herewith a table showing how goods must be marked 
up from the cost to show a stated per cent of profit on the retail 
(the expenses being calculated generally in their relation to sales, 
gross profit should likewise be shown in the same relation). 
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TABLE OF CORRESPONDENCE OF RATES OF PROFIT ON 


To make 1% 


2% 
3% 
4% 
5% 
6% 
1% 
8% 
9% 
10% 
11% 
12% 
13% 
14% 
15% 
16% 


Cost AND RETAIL BAsEs. 


162-3% “ 


17% 
18% 
19% 
20% 
21% 
22% 
23% 
24% 
25% 
26% 
27% 
28% 
29% 
30% 
31% 
32% 
33% 
33% 
34% 
35% 


on sales 
“ 
“ 
“ 
“ 
“ 
“ 
“cc 
“ 
“ 
“ec 
“ 
“ec 
“ 
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add to cost 
“ 
“ 
“ee 
“cc 
“ 
“ 
“ 
“ 
“ 
“ 
“ 
“ce 
“ “ce 
“ 


1.01% 

2.04% 

3.09% 

4.17% 

5.26% 

6.38% 

7.53% 

8.70% 

9.89% 
11.11% 
12.36% 
13.64% 
14.29% 
14.94% 
16.28% 
17.65% 
19.05% 
20.00% 
20.48% 
21.95% 
23.46% 
25.00% 
26.58% 
28.21% 
29.87% 
31.58% 
33% 7% 
35.13% 
36.99% 
38.89% 
40.85% 
42.86% 
44.93% 
47.06% 
49.25% 
50.00% 
51.52% 
53.85% 
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“ “ 
= “ 
“ 
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“ “ 
“ “ 
“ 
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“ | 
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TABLE OF CORRESPONDENCE OF RATES OF PROFIT ON 
Cost AND RETAIL BAsEs. 


To make 36% on sales add to cost 56.25% 
37% “ “ “ 58.73% 
“ 39% 6 “ 63.93% 
41 % “ “ “ 69 49% 
“ 44% “ “ 78.57% 
“ “ 46% “ “ “ 85.19% 
“ 60% “ “ 150.00% 
66 2-3% “ “ 200.00% 


and of course to make 100% profit on the sales the whole income 
must be profit. 

The profit aim is generally directed by the master of the 
business and the department manager makes his calculations 
accordingly. To aim too high for profits is as bad as to aim too 
low—the one drives trade away and the other gives the goods 
away, and both wreck the business. The golden mean is the 
ideal. The department manager must see to it that his staff is 
fully informed in regard to the merchandise to be sold, each 
according to his position and capacity. 

DIRECT EXPENSE 

The selling expense as well as the non-selling in his division 

and the ratio of salary to sales are kept tabulated and accumu- 
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lated from pay day to pay day throughout the fiscal period. The 
percentage of cost of selling salaries should be kept and shown 
separately from the non-selling, the aim being to specialize as 
much as’practicable in order to make the employees as productive 
as possible. These items are of course charged directly to the 
department in which the operators are employed. Direct items 
are as far as possible charged from the requisitions of the depart- 
ment manager. 


RENT 


Rent is agreed upon at a fixed figure and should be very 
carefully considered from all sides. It resolves itself into the 
space occupied, but this must be considered in both direct and 
indirect relation as each department uses more or less the re- 
ceiving room, marking room, advertising offices, book-keeping 
and claim adjusting department, delivery, etc. Therefore a basis 
of agreement should be reached as to method of distribution of 
charge. 

The space on first or main street floor is the most valuable 
as it is easiest of access for the most customers, regular as well 
as transient. The upper floors owing to the convenience of the 
elevators are more nearly on a par, the basement stores being 
in a class by themselves. 

My suggestion would be to divide the space 


1st. By floors, each floor being considered as worth a fixed 
price. 


2nd. Charge in proportion thereto the space directly occupied _ 


by each department both for selling and individual stock 
on the said floor. 
3rd. Apportion the general space, in accordance with ratio 
of net sales of each department to the total net sales, 
taking into consideration any special conditions warrant- 
ing a variation. For example, the furniture department, 
if it operates a regular furniture delivery service and 
has no use of that of the main store should not have to 
bear any proportion of the expense. Other special con- 
ditions must be taken into consideration as well. 
At certain periods a department has the use of special tables 
in other parts of the store, the idea being to take every advan- 
tage of the buying possibilities latent wherever customers pass 
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and repass on their way through the establishment often with- 
out any idea of buying the goods displayed for sale. Every ad- 
vantage should be taken of legitimate possibilities to sell goods. 

Supplies are charged directly according to use. They are 
furnished on requisitions signed by the buyer or qualified as- 
sistant, and copies are kept on file in the department to be 
checked against receipt of goods from the supply department. 

Advertising should be charged according to space used, a 
general distribution being made of the charge for general space 
taking into consideration special conditions affecting any partic- 
ular division. |The use of shop windows and space in other de- 
partments should be correctly apportioned. For instance a bed 
set up in a bed-spread department would display two articles 
at once and the space should be charged proportionately. 

The distribution of general expense is usually made accord- 
ing to the ratio of net sales of department to total net sales, 
taking into consideration any exceptional circumstances which 
would tend to vary the rule. 


OPERATION OF THE DEPARTMENT 


The buyer is the manager of the department but his depart- 
ment is considered: 

1st. As an individual investment. 

2nd. As one of the units of the store union. 

As in the United States certain state rights must be given 
up to obtain certain privileges, so the individual store must 
sometimes submit for the general good. Thus the store policy 
may and often does require the sacrifice of individual ideas of 
store operation to the general plan and perhaps against the real 
or fancied advantage of the business of the individual store. 

All matters of. policy and management however should be 
decided “off the floor.” The position of the buyer should be 
respected and not, as is sometimes the case, should differences of 
opinion lead to an exhibition of wrangling between the local and 
the general management to the detriment of the morale of the 
business. 


RECORDS OF THE DEPARTMENT 


Each buyer should have his budget as a guide throughout 
the fiscal period together with collateral records showing: 
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Ist. Stock on hand at beginning of period as per inventory. 
2nd. Purchases less returns. 

3rd. Sales 

4th. Estimated current inventory. 

5th. Outstanding orders. 

6th. Account of mark downs and mark ups. 

7th. Expenses for the period. 


PERPETUAL INVENTORY 


The perpetual inventory should be verified repeatedly by hav- 
ing each section head furnish the amount of actual stock on 
hand. 

It is not necessary to make expert accountants out of the 
buyers for this work as it may all be done very rapidly from 
the figures furnished by the statistical department. 

The buyer as a business man simply must see that he either 
has the stock charged against him or can show proper reason 
for not having it. 


MARK DOWNS 


Where the stock is kept at retail figures it is very important 
that mark down records be duly reported as the reductions are 
made (or mark ups if there is any increase in price). Some 
buyers manipulate their figures so as not to be obliged to report 
their mark downs, but almost invariably they manipulate them- 
selves into trouble. 


SHRINKAGE IN VALUE OF GOODS INVENTORIED 


At the end of the period when inventory is taken, a special 
record should be taken of the reductions made at inventory time. 
At this time the cost is also “marked down” so as to be in 
consonance with the marked down retail value. That is, if a 
garment cost $20.00 and was marked to sell for $32.00, but at 
inventory time was marked down to sell for $20.00, to bring the 
cost to the same ratio as it was originally the new cost figure 
should be marked $12.50 and a mark down slip put through at 
both cost and retail figure showing the shrinkage (the cost 
figure being used as a memorandum). 
The cost of goods marked down is not reduced currently dur- 
ing the year, as it is presumed that the goods marked down will 
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be sold at the marked down prices ; therefore the shrinkage shows 
in the sales; but if any of such goods are on hand at inventory 
time the cost is marked down to correspond with the new selling 
price so as to provide a proper charge for the stock in com- 
mencing the new fiscal period. 

The principle is that the goods should be taken at cost or 
value. If the value is more the inventory amount is generally not 
increased for fear of a fall in price before the sale is made, but 
no goods should be taken in inventory at more than the amount 
necessary to place them in the same condition as they are when 
taken. 

The shrinkage on the goods inventoried becomes a charge 
against the period under accounting by reason of the lesser 
credit taken on its account in the inventory, thus reducing the 
buyer’s gross profit for the period and often beyond his under- 
standing. 

For example, take a stock which has been taken at $10,000 
cost and $16,000 retail, but was marked $11,000 cost and $17,600 
retail, having been reduced at inventory time $1,000 at cost (or 
2% on the total sales) and $1,600 at retail. On a business of 
$50,000 for the period and purchases of say $32,250 (marked at 
retail $51,600) and an inventory of, say, $10,000 at cost and 
$16,000 at retail we have the following (eliminating cash dis- 
counts) : 

Cost Retail Profit on retail 


42,250 67,600 

Shrinkage at inventory...... 1,000 1,600 374% 
41,250 66,000 


Stock on hand at inventory... 10,000 16,000 387-%4~% 


Let it be assumed that the buyer did not report his mark 
downs and feeling confident of his marked profit he would esti- 
mate that he made 371%4% on his sales; but let us see what are 
the facts. 
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42,250 

Inventory at closing (after deducting shrinkage)...... 10,000 

Apparent cost of goods sold. 32,250 

Cost as above.......... 32,250 

17,750 or 35.5% instead of 37.%4% 


The actual cost of the goods sold was $31,250, but adding 
the shrinkage on the inventory to the cost made the figure $32,250 
and reduced the profit irom $18,750 to $17,750. 

Many buyers are not aware of just how the shrinkage affects 
their profits, and others are so well aware of it that they attempt 
to manipulate the inventory by padding, etc., seeming to forget 
that the new inventory is always a charge on the next year’s 
business and any falsifying is but sowing the wind. 


MERCHANDISE MANAGEMENT 


Referring to the budget previously mentioned, a daily report 
is made by the buyer showing progress of business in relation 
thereto. 

This daily report should include: 


Amount of sales. 

Amount of sales returns. _ 

Amount of purchases (orders placed). 

Amount of merchandise receipts (goods received on invoice). 
Amount of merchandise returned to manufacturers. 

Amount, estimated, of merchandise on hand. 

Amount of outstanding orders. 

Remarks (i. e., any extraordinary happenings). 


The above should include a comparison with the figures of 
the previous period and also the budget. 

This report should be made up on a regular form so that it 
need only be filled in by the buyer, but it should be done daily and 
a copy of it kept on file in the department. 
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The course of the expenses is checked at the regular statis- 
tical report periods, that is weekly, bi-weekly or monthly; but 
the sales, purchases and stock must be tended daily. 


PRICING OF MERCHANDISE 


The buyer knowing his rate of expense must merchandise 


his department so as to cover the same and yield a profit; there-. 


fore he should know if his expense, for example, is 27% on his 
sales that every dollar of sales costs 2%c. in expenses. Hence 
any goods bought at 75c. to sell for $1.00 mean a loss of money. 
We will grant that he obtains 6% discount for cash on the 75c. 
or 44%4%—that is 44%4c.—on the $1.00 of sales but this is offset 
by shrinkages from various causes and should not be considered 
in the pricing of merchandise. 

Each buyer should have a “dead-line” of profit below which 
no goods should be sold without an extraordinary reason and 
never without considering that as many goods will have to be 
sold above the normal rate of profit as were sold below simply 
to “break even.” 


CHECKING PROFIT 


The buyer should check the profit repeatedly by having the 
code cost of goods noted on the sales schedules and tabulated 
from time to time in order to know what is being sold and at 
what profit. This in conjunction with the frequent inventory 
will give him a good gauge of the course of business. 


RECORD OF PURCHASES - 


Invoices may be copied into a page and line book. When this 
is done the page number and line number on which each item of 
the invoice is entered is noted on the price ticket so that one may 
find the cost, date of purchase and from whom as well as quantity 
bought by reference to the page indicated. 

Sometimes the information is codified and code numbers used 
in place of page and line. Of course in many instances where 
stock is in and out all the time and of irregular sorts and quan- 
tities different regulations are made. 


SORAP BOOK OR FILE | 
A scrap book or file of advertisements, competitive as well as 
those of the immediate department, is kept so that the buyer may 
285 


| 
| 
| | 
| 
| 
| 
|. | 
it 
im 
| 


The Journal of Accountancy 


not only keep account of his own advertisements but also of 
those of his competitors, which may be helpful to him. 

Into this book should also be noted the show window space 
during the year by day and date. 

Any clippings relative to his business should be preserved 
and duly referred to as well as a notation of any extraordinary 
measures adopted for the furtherance of his business interests. 


THREATENED INSOLVENCY 


It may sometimes be good business to show a buyer that he 
has become insolvent and make up a special balance sheet demon- 
strating the fact, showing his unpaid, although not due, mer- 
chandise bills which all possible returns from his department 
alone will be totally inadequate to meet. 

However, let it be considered as a mutual difficulty and not 
one which he alone must face, as would be the case if he had a 
separate business—a situation in which he is to have all the help 
which the mutual association may offer, as the aim is to build 
up, not pull down. 

RECEIVERSHIP 


As some one has expressed it, the circulation of the liquid 
capital of a business may be likened to the circulation of the 
blood in the body. If the circulation is poor the health of the 
business will be poor. The waste must be constantly thrown off 
and this of course requires a good circulation. 

The diminishing rate of actual turnover often, if not invari- 
ably, marks the accumulation of waste which some department 
managers refuse to acknowledge until their business is ready for 
the receiver’s hands. 

Sometimes it may be necessary for the merchandise execu- 
tive committee practically to place the department in the hands 
of a receiver, even if the department manager is subsequently 
restored to authority; but the need for a receiver would be a 
desperate situation indeed, from which may we all be delivered. 


ESTIMATED STOCK 


The estimated amount of stock on hand at cost is figured by 
taking the amount of inventory at starting, plus purchases for 
the period, less sales for the same period after deducting the 
estimated profit. 
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The estimated profit is indicated by the previous experience 
in the same business for a corresponding time and season and 
varies according to the season, one part of the year being more 
profitable for trading than another. 

If the stock is carefully watched and the shrinkages in re- 
tail figures taken on mark down sheets, the proportion may be 
quickly ascertained, but one must know his business, as the mark 
up of the stock at inventory is no criterion of average profit be- 
cause the lower priced goods generally turn faster than the 
higher. 

If a merchant has a stock of goods on which the marked 
profit shows 35% on the sales, made up of two parts at 25% and 
one part at 55% profit mark up, and sells four times as much at 
25% as he does at 55% his rate of profit on his sales is reduced 
to 31%. Thus on sales of $100,000 by taking 35% as the esti- 
mated profit instead of 31% as earned the estimated stock would 
be $4,000 over the actual. 

In a well managed department the rate of profit mark up on 
the current purchases is the better guide, but it should be depre- 
ciated by an estimated percentage to allow for shrinkage on 
various counts, and the estimated should be verified by taking an 
actual inventory at certain times in order to check up the esti- 
mated figures. (The sectionalizing of stocks and inventories is 
essential in order to do this economically.) 


Example 
Cost Retail Mark up 
Purchased for the period (say 2 


20,000 30,770 35% 
Sales (let us assume that the 
goods were sold mostly at the 
rate of profit indicated by the 
purchases and that we allow 
1% for shrinkage for the 2 
months and thus estimate the 
profit at 3134% on the sales). 10,960 16,000 31%% 


9,040 16,000 43%% 
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It may be noted that the high priced goods in stock are con- 
siderably in excess of the proportion at inventory time and so 
should be specially exploited or reduced in price and sold before 
the season is over. In other words, dead stock should be turned 
into live money. Of course one should not have to wait for two 
months to know that the high priced goods were not selling, 
but some apparently do not find the accumulation until inven- 
tory is officially taken. 


ACCOUNTING OF PURCHASES 


The accounting of purchases should always be from the 
orders placed, not from invoices received, and always on the 
retail figure instead of the cost. 

Stock is considered as going down when in fact it is often 
on the up grade instead. For example, suppose one’s mark up 
is 3744% on the sales—in such case every $8,000 of sales of 
goods so marked on the sales means a reduction of stock of $5,000. 
However, if a buyer buys $6,000 of goods similarly marked, his 
stock increases actually $1,000 in that time at cost or $1,600 at 
selling. 

It may seem to the buyer that buying $6,000 and selling 
$8,000 he is somewhat to the good, but the reverse is the fact. 
If his purchases were reported on the basis of sales instead of 
cost the books would have shown purchases $9,600 (cost $6,000 
at 374% on sales) and sales of $8,000 on an increase of $1,600 
in the stock at retail figures. 


It would make for a better understanding of the situation if | 


the buyer would keep an estimated stock account, including as 
his purchases the orders placed, and add the same to his stock, 
deducting therefrom any goods received and any orders can- 
celled together with necessary corrections and adjustments from 
time to time. 


SELECTION AND TRAINING OF ASSISTANTS 


The selection and primary training of assistants is generally 
under the jurisdiction of the general store management, but the 
special training is as a rule under the direction of the local de- 
partment manager. 

Each “head of stock” should have the supervision of a cer- 
tain number of salespeople, instruct them in the details of their 
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work involving the control of stock, the service to the customers, 
ard the general observance of good conduct. 

The buyer should exercise a vigilant supervision of the entire 
working of his store. 

Any new goods should be the subject of special instruction and 
every opportunity should be afforded the staff to become ac- 
quainted with all the selling points in connection therewith so that 
no opportunity for the furthering of sales will be lost. 

The entire staff should be inoculated with the inventory idea 
so that any excess of stock will be uncovered at the earliest pos- 
sible moment. 


GOODS ON MEMORANDUM 


One should beware of goods shipped in on memo.; and when 
goods are charged to a department on memo. by a manufacturer 
a red book should be opened—red, a sign of danger, is a fitting 
color for such books. 

The course of memorandum goods should be most carefully 
watched and in my personal opinion should be charged on receipt 
directly to the stock. This for two reasons: 

1st. Because such goods as may be sold are credited in the 
sales of the department and reduce the stock by so much and 
should be charged at least accordingly. 

2nd. Because it makes a buyer more careful to check up his 
memos. and return the unsold portion more quickly because 
charged to his stock than would otherwise be the case. 

In conclusion I would sum up as follows: 

The successfully merchandised department is the one in which 
is maintained ' 

A proper rate of turnover, 

At a fair gross profit, 

With economical management. 

In order to do this the manager must carefully sub-divide his 
stocks, placing a qualified lieutenant in charge of each sub-di- 
vision and by constant observation prove his course, daily multi- 
plying his efforts through the co-operation of his entire staff. He 
must take frequent inventory against the undue accumulation of 
stocks, which like rocks in the channels of navigation wreck the 
ship unless avoided or removed. 

A proper sub-division makes the inventory easier to take and 
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comparisons much more valuable, and it automatically points to 
the barnacles which reduce the speed of the bark. 

I suggest permanent sub-divisions of departments by letter or 
other symbol and that the symbol of the sub-division be entered 
into each inventory record. If purchases and sales are likewise 
subjected to classification, the proof of inventory may be very 
simply effected. 

Each buyer should, in fact, consider the amount of his ex- 
penses as practically fixed, excepting those incident to the “extra 
help,” that is, persons whose employment is contingent on addi- 
tional expenses due to the festival seasons of the year, and the 
contingent expenses relative thereto including of course that on 
the additional business done. We say amount as the rate of ex- 
pense is greatly lessened by the increased business due to those 
festivals and the amount of extra cost is not increased in propor- 
tion to the business. 

However, it should not be overlooked that most or all of the 
preparation is done very considerably in advance and the expense 
of that preparation is charged into the periods in which the ex- 
pense was incurred instead of that of the business done (this 
is very important in case of fire insurance or other provision for 
recovery in case of loss as a matter of arriving at cost). 

For example, toys are purchased and received long before the 
time of their sale, and buyers’ and assistants’ salaries and all 
charges incident to the buying, transporting, receiving, checking, 
assembling, marking and making ready for sale are spread over 
months, whereas the active season is very short. 

The point to be kept in mind is that the expenses are in a 
great measure fixed. The important study is: 


VOLUME OF BUSINESS 


What business is capable of being thoroughly developed in 
the territory and how thoroughly and satisfactorily may it be 
done? 

Co-operation of the entire staff is most important in the de- 
velopment of business. What demand is there for the store’s 
goods and how can it be most healthfully developed ? 

The amount of expense, as previously stated, being largely 
fixed, the volume must be carefully considered as to its possi- 
bilities. 
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Department Store Accounts 


If my expenses are largely fixed and amount to $40,000 on 
$100,000 of business and my total profit is 35% of my sales, or 
$35,000, I must lose $5,000, as my expenses amount to 40% of 
my sales and my total profit is 35%, so I lose 5% of $100,000, 
or $5,000. 

However, if my sales are increased to $150,000 on the same 
ratio of profit without increasing my expenses, then the rate of 
my expenses is reduced to 26 2-3% of my sales, and my profit is 
then the difference between 35% and 26 2-3%, or 84% on my 
sales. 

It may thus be seen that it pays to work on volume, having 
always in mind that the buyer must consider the market possi- 
bilities of the goods he is buying to sell again. Cheapness is 
never of itself a criterion. He must consider what he can get 
for the goods, when he can get it and how much it will cost him 
to get it—in other words, how quickly he can turn his money. 
Goods marked at a high rate of profit and retained on the shelves 
pay no bills, and the buying appetite should not be forced and 
staled by indigestible merchandise. 

The broad principles of inventory should be the axis of all 
effort. 

It is not only merchandise which should be listed, but a sum- 
mary of the day’s transactions should be made by each individual 
and become the basis of improved action for the future—this in 
one form or another is absolutely essential for the success of 
every individual. To take as a model the master in each vocation 
is, we think, the best plan, as it enables one to compare and show 
progress. 

As a mariner must have his course laid out to steer his ship 
properly and must continually take his bearings to know 
whether or not he is following his course, so should we set our 
course according to the most approved chart and hold fast to 
what is good. 


291 


| 
| 
| 
| 
| 
{ 
| 
| 
| 
- | 
| 


The Journal of Accountancy 


Published monthly for The American Association of Public Ac- 

countants by THe Ronatp Press Company, 61 Navy Street, Brooklyn, 

. Y., and 20 Vesey Street, New York City. Thomas Con on, Presi- 

dent; Philip J. Warner, Secretary; Hugh R. Conyngton, Treasurer. 
Office of Publication: Brooklyn, New York. 


A. P. RICHARDSON, Editor. 


EDITORIAL 
Income Tax Amendment 


Now that income tax returns for the first full calendar year 
since the enactment of the law have been prepared, it is possible 
to form a better conception of the strength and weakness of the 
law than was possible at the time of its enactment or immediately 
thereafter. 

Every one recognizes that there must be certain changes in 
the law in order to expedite the collection of the tax, to insure 
the collection of the full amount due and to render less irksome 
the burden upon the taxpayer. The officers of the treasury de- 
partment who are entrusted with the administration of the tax 
law and with the collection of the tax have had sufficient expe- 
rience now to enable them to form a fair idea as to the advan- 
tages and disadvantages of the most important phases of the law, 
and it seems probable that several amendments will be proposed 
at the next session of congress, some of which will have the sup- 
port of the administration. 

Probably no class of men has been brought into closer touch 
with the details of the income tax law than the accountants, and 
accordingly it is of considerable interest to hear the opinions 
which are expressed by representative members of the accounting 
profession on the subject of income tax and its collection. 

The law as it stands is generally admitted to be sound in prin- 
ciple though somewhat vague in phraseology, and the rulings and 
regulations of the treasury department have for the most part 
attempted to administer the law with the least possible incon- 
venience to the taxpayer. There are, however, numerous unde- 
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sirable features of both law and regulations, and an inquiry 
among representative accountants has produced a long list of 
criticisms and suggestions. 

The most necessary amendments should be enacted at the 
next session of congress, and much good may result from a full 
and free discussion of the subject. Therefore, we suggest that 
our readers draw attention to any provisions of the law or of the 
regulations, not mentioned in the following list, which appear to 
them to be important. 

The following criticisms are taken from replies received to 
requests for suggestions on the subject of the income tax law. 
Many of the recommendations are self-evidently meritorious— 
others may be open to discussion. All are of interest to public 
accountants. 


No relief is afforded for losses on investment but profits are taxed. 

No revaluation of securities is allowed even where the business is 
trading in securities. 

There is no recognition of the principle of amortization in investment 
in limited term securities. 

Depreciation and depletion of minerals should not be on market value 
of product and rate of 5% is inadequate. It is unjust to base rate upon 
value of product irrespective of quantity and other conditions. 

Fiscal year privilege should be extended to individuals. 

Collection at source involves greater expense to the taxpayer than 
entire cost of collection to the government, particularly in case of salaries. 

Interest on bonded indebtedness should not be deducted in arriving at 
net income. This would place interest and dividends en the same footing 
and would facilitate collection at source. 

Provisions of law which involve double taxation of holding companies 
work a hardship on corporations holding minority intcrests in other 
dividend-paying corporations. Apparently the law was made to penalize 
holding companies, but it also affects the minority stockholder if a 
corporation. 

Cash and book basis confusion should be eliminated. 

A man owning his house and living in it cannot return as deduction 
from income the reasonable depreciation of that house, although when 
renting the house to another he is compelled to return the rent received 
as income subject to taxation. Of course his $3,000 or $4,000 exemption 
is allowed for the purpose of covering his living expenses, but it does 
not seem fair to include in those living expenses the depreciation of actual 
property, such as buildings. 

If a man is receiving income from several corporations, one of which 
is compelled under some trust agreement—covering a bond issue, for in- 
stance—to pay the government tax, the individ receiving the income 
from those corporations may offset all the income received from the 
other corporations by his exemption allowed, leaving all the excess to be 
paid by the corporation which has to assume the government tax as 
described above. A corporation cannot protect itself from thus paying 
more than its share of the individual’s normal tax. The law shoul 
provide that such an individual’s exemption should be distributed evenly 
among the different sources of his income. 
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The provisions of the law should be so arranged that easy reference 
may be possible. 

The net profits of any mercantile or other business—whether it belongs 
to an individual, partnership, firm or unincorporated company—should be 
returned for its own fiscal year as a distinct entity. 

In general, the fiscal year as opposed to the calendar year should be 
made the basis of all returns, including those of individuals, estates, etc., 
as well as of corporations; and actual receipts of interest, dividends, etc., 
within the period of the return should be accepted as the full measure of 
income, unless accruals are taken up regularly from time to time (as 
shown by books of account), when the regularly and properly closed books 
would be the correct basis. 

Provision should be made for the use, at the option of the person or 
concern, of the three years’ average in making up the return; provided, 
however, for the protection of the government, that when once adopted 
it must be continued. 

T. D. 2090 requires the recipient of alimony to include it in the 
return and pay the appropriate tax thereon, while it does not allow the 
payor to deduct the amount of alimony paid as a deduction from the 
return. The result is double taxation. 

Regulations should be so altered as not to require fiduciaries to include 
in the income subject to tax the increases in the estate due to realization 
of assets unless the asset so realized is vested absolutely in a bene- 
my <4 Otherwise, the taxation is being laid on persons unknown, contrary 
to the law. 

The whole subject of withholding at the source is in confusion, but 
can be comparatively easily adjusted, and perhaps even without radical 
amendment of the act. It is a matter of regulation and the act would 
require amendment only in so far as it may attempt to regulate details 
of administration : 

‘a) Remove all exceptions in the matter of withholding, both as 
regards amount and nature of income, retaining tax without 
exception from all interests and dividends and payments of the 
nature of income of a regular character—except possibly salaries. 
In effect, allow no indirect claims. 

(b) Provide for full disclosures as to salaries in the form of “informa- 
tion from the source.” 

(c) Provide a simple procedure for refund of over-deductions which 
would necessarily arise under the foregoing, and which would 
be vouched by a simple form of certificate of deduction to be 
issued by the person withholding tax. 

Partners should not be required to include in their returns that part 
of the partnership profits received by them which consists of income on 
exempt bonds. In other words, the department’s bar against getting behind 
partnership profits should be lifted. 


The Church and Business Methods 


The old theory that practical common sense and business 
ability were rarely to be found in church and churchmen occa- 
sionally receives a gratifying refutation. In a great many cases 
it must be admitted that church finances are sadly mismanaged 
and the results most disappointing, but there are exceptions to 
the rule, and the exceptions are becoming more numerous day 


by day. 
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An interesting illustration of this truth is found in an address 
delivered by the Rt. Rev. William Lawrence, DD., Protestant 
Episcopal bishop of Massachusetts. 

Bishop Lawrence states in the course of an address on church 
finance : 


Church finance is in no way different from any other finance... . We 
are bound to keep this principle before us. This churcn is a very large 
financial organization—not great in the amounts handled as modern busi- 
ness goes, but large in its number of accounts and agents. Let me give 
in rough a few figures. 

On January Ist the church begins the year with a certainty of an 
annual income of a few hundred thousand dollars, the income from 
endowments, and, although it has no legal power to collect another dollar. 
the church closes its accounts twelve months later with some $20,000,000 
contributed and paid out. Were our accounting system complete, the 
figure would probably be nearer $30,000,000. That sum has come into 
the different treasuries in perhaps a hundred million items. It has been 
counted, handled and expended by some twenty thousand treasurers, col- 
lectors and other agents, most of whom have had no education in financial 
administration and little experience in accounts. Imperfect as is the 
administration, the marvel is that the work is on the whole so well done, 
for we must remember that practically the whole work is done as a 
labor of love and loyalty without salary or other financial com tion. 

As to the administration, a very partial study reveals these facts. Of 
eighty-eight dioceses, one-half have a reasonably good system of diocesan 
accounting; the other half, pretty good or slack. Only one-third of these 
eighty-eight dioceses report that their + amg have good accounting 
systems; the rest are medium or slack. Most of the dioceses have some 
kind of an auditing system; a quarter of them only have employed a 
certified public accountant; a very small fraction of the dioceses report 
that the parishes have any kind of an auditing system. 


Having thus pointed out the importance and lack of accuracy 
and modern methods, Bishop Lawrence goes on to explain his 
meaning more fully, and in the following paragraph displays as 
clear an idea of what an audit should and should not be as has 
ever been revealed in so high ecclesiastical quarters : 


When I say Ry ay ng audited,” I mean by an accountant who can 
be held responsible for his work. I have been led to the conclusion that 
an audit by two or three kindly gentlemen and ladies who happen to be at 
the meeting, or who are members of the organization, and who courteously 
run over the books and vouchers under the eye of the treasurer, is of no 
practical use, and is in many cases a source of danger rather than of 
security. If the accounts have been well kept no such auditing is neces- 
sary, but if they have been kept incorrectly or dishonestly there is Be apne 
chance that the auditing committee either will not discover it or will not 
press the subject hard in case of discovery. 


There is also a word on the subject of efficiency : 


Efficiency in the long run is honesty. In the first place, by efficiency, 
money is saved, and a trus‘ee is as much under obligation to save money 
by ddan as not to waste it through inefficiency. The business world 
has discovered this, and the educational world, too. Massachusetts has 
been wasting a large amount of money in getting her shoes from the 
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factory into the hands of the people. Research of the subject by students 
and professors of Harvard university has changed the methods of manu- 
facturers and sellers of shoes, with the result that tens if not hundreds of 
thousands of dollars will be saved to the people. 


Evidently Bishop Lawrence is very much a man of business 
as well as of the church. As he himself says, “the work of the 
church is the K1no’s business”—and he might have added there 
is no reason why it should not always be run on business prin- 
ciples. 


Extending the Inquisition 

In the January issue of THE JouRNAL oF ACCOUNTANCY, 
under the heading, Extending the Inquisition, form No. 1031 
(revised), issued by the treasury department, was the subject of 
adverse criticism, and the opinion was frankly expressed that 
the supplementary statement of annual net income demanded of 
corporations was beyond the power of the law. 

This view of the case has been adopted by many legal authori- 
ties, but so far we have not heard of a flat refusal to make the 
supplementary return, thus bringing the legality of the form be- 
fore the courts. The general idea seems to be that the expense 
of fighting the treasury department would be greater than the 
expense of providing the details called for; and, with the usual 
indifference to minor difficulties which characterizes the people 
of this country, taxpayers have complied with the requirements 
of the form so far as they conveniently could do so. 

On another page of this month’s JouRNAL oF ACCOUNTANCY 
we publish a discussion of form No. 1031 (revised) by Mr. W. F. 
Weiss, C. P. A., conducted before the New York State Society 
of Certified Public Accountants. 

Mr. Weiss makes a strong plea against the legality of the 
supplementary statement called for in form No. 1031 (revised), 
and dwells with particular emphasis upon the difference between 
the legal demand for a return of net income and the department’s 
demand for details not mentioned in the law. 

The filing of a return in accordance with form No. 1031 (re- 
vised) down to the supplementary statement would be com- 
pliance with the law, and the treasury might hesitate before 
prosecuting any one for failure to file a more detailed return than 
the law requires. 

If the department fails to accept a return which in contents 
complies with the law the only reason remaining for refusal to 
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accept is the supposition or assumption that the return is either 
false or fraudulent, and this it seems to us is scarcely what the 
treasury department must have intended in preparing form 103i 
(revised). 

It is an ungracious task to criticize the actions of a depart- 
ment which is attempting to administer a law admittedly difficult 
of administration, but we firmly believe that there is no right in 
law by which the commissioner of internal revenue can call for 
such details as are embodied in form No. 1031 (revised), and it 
seems a pity that no one as yet has not seen fit to bring the 
matter before the courts. 


“Progress Toward Absurdity”” 


We are glad to publish the following letter : 


Tue UNIversity oF MINNESOTA 
College of Science, Literature and the Arts 


Minneapolis 
March 16, 1915. 
Editor, The Journal of Accountancy: 

Sir: Permit me to call your attention to the misunderstanding involved 
in your editorial in the March number of THe JourNnat or ACCOUNTANCY, 
entitled Progress Toward Absurdity. In the plan of the Minnesota 
efficiency and economy commission, which you criticized, it is not true 
that the licensing of public accountants is placed in any way under the 
commissioner of labor. It is placed in a sense under the commissioner of 
standards, an officer whose duties are entirely different from those of the 
commissioner of labor. The material point, however, is that the action 
of the commissioner of standards with regard to the issuing of licences 
for public accountants is virtually only ministerial. Under the provisions 
of the bill, the examination of accountants would be conducted by certified 
public accountants, just as is the case at present. The examiners would 
determine the kind of examination to be held and their rating of the 
candidates would be binding upon the commissioner who issues the licence. 
In all probability there would be practically no difference between the new 
plan and the existing plan of a wholly independent board of examiners. 
The examiners would be appointed not by the governor, as at present, but 
by one of the governor’s right-hand men, the director of labor and 
commerce. 

I am sending you under another cover a copy of the bill which you 
can examine for yourself. I do not care to enter into a discussion of the 
general principles of the bill, or of the reasons which led the commission 
to arrange for the licensing of employments in the manner set forth. It is 
not right, however, that your readers should be prejudiced against the bill 
as a whole or against this part of it by a complete misstatement of the 
provisions. No one pretends that the commissioner of labor or the com- 
missioner of standards would be qualified to examine and pass upon 
public accountants, and the commission has not been guilty of the 
absurdity which you charge in your editorial. 

Very truly yours, 
E. Dana Duranpn, 
(Statistician to the E. & E. Commission). 
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Mr. Durand is somewhat aggrieved that any one should ven- 
ture to criticize the final report of the “efficiency and economy 
commission” of Minnesota. And frankly it is an act of temerity. 
Any organization which could issue so ridiculous a document 
must be sensitive to criticism. 

But let us see exactly wherein the JouRNAL or ACCOUNTANCY 
erred. 

Mr. Durand states that the licensing of accountants is not 
placed in any way under the commissioner of labor. 

Sub-title VI, article VIII, section 2, of the report states: 
“Licences issued under this article shall be issued by the commis- 
sioner of labor and the commissioner of standards respectively 
and countersigned by the director of labor and commerce and 
shall have the seal of the department of labor and commerce.” 

It may possibly be contended that the word “respectively” 


eliminates the commissioner of labor from the issuance et 


licenses, but it certainly does not by any stretch of the imagination 
affect the fact that the director of labor and commerce would be 
called upon to countersign such licences. (Probably there is 
some subtle difference between the accounting knowledge of a 
commissioner of standards and a commissioner of labor—a dif- 
ference not visible to the naked eye.) 

Mr. Durand believes that under the suggestions of the “effi- 
ciency and economy commission” there would be practically no 
change in the examination of public accountants. Possibly he 
may be correct if we are to assume that the appointees under 
the scheme of the “commission of efficiency and economy” would 
be invariably persons of the highest mental and moral standing. 
If such were appointed to the various commissionerships and 
directorates provided by this bill they might be sufficiently im- 
bued with right ideas to appoint a proper board of accountants 
and to leave it a free hand. 

Can Mr. Durand guarantee that political influence will play 
no part in the administration of such a law as this report favors? 
One of the chief objections to present methods of appointment 
of state boards of accountancy is that politics play too great a 
part, but if we were to transfer the appointive power from the 
governor to what Mr. Durand calls a right-hand man and so on 
down the line, what has been political inconvenience might 
become political confusion. 
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Mr. Durand does not care to enter into a discussion of the 
principles of the bill—and for this we are sorry. It would be in- 
teresting to hear some defense of the commission’s report. We 
do not understand his reference to the “licensing of employ- 
ments,” unless it be that public accountancy is not a profession 
and is simply, as we pointed out in the editorial which excited 
Mr. Durand’s wrath, an employment on all-fours with hair- 
dressing, horseshoeing, etc. If that be the sense in which the 
commission regards public accountancy, there can be no further 
argument. 

It may be noted in conclusion, however, that there seems to 
be no danger that the final report of the “efficiency and economy 
commission” will become anything other than the final report. 
When it was brought up for discussion in the legislature some 
eighty amendments were added to it, and it was referred back to 
committee with the earnest hope that in committee it might find 
safely sealed sepulture. 
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Arkansas C. P. A. Law 


AN ACT REGULATING THE PRACTICE OF PUBLIC AC- 
COUNTING; CREATING A BOARD OF ACCOUNTANCY; 
PROVIDING FOR THE GRANTING OF CERTIFICATES 
AND THE REGISTRATION OF CERTIFIED ACCOUNT- 
ANTS; PROVIDING FOR EXAMINATIONS, THE SUSPEN- 
SION OR REVOCATION OF CERTIFICATES ISSUED BY 
THE BOARD; PRESCRIBING THE QUALIFICATIONS OF 
PERSONS ENTITLED TO CERTIFICATES AS CERTIFIED 
PUBLIC ACCOUNTANTS; CREATING (DEFINING) MIS- 
DEMEANORS FOR THE VIOLATION OF THE PRO- 
VISIONS HEREOF, AND PRESCRIBING THE PUNISH- 
MENT (PENALTY) THEREFOR. 


(Approved March 30, 1915) 


Be it enacted by the general assembly of the state of Arkansas: 

Section 1. Any citizen of the United States or person who has de- 
clared his intention of becoming such, having a place for the regular 
transaction of business as a professional accountant in the state of 
Arkansas, and who, as in this act required, shall have received from 
the secretary of state for the state of Arkansas, a certificate of his 
qualifications to practise as a public accountant, as hereinafter pro- 
vided, shall have the authority to style himself and be known as a 
certified public accountant, and to use the abbreviated title C. P. A. for 
and during the term mentioned in his certificate. > 

Sec. 2. The governor shall, within thirty days after the taking effect 
of this act, appoint three persons who shall constitute the board of 
accountancy, each member of which shall have been engaged in reput- 
able practice as a public accountant for a continuous period of three 
years immediately preceding the passage of this act, one of which shall 
have been in the state of Arkansas. The persons first appointed shall 
hold office for one, two and three years respectively. Upon the ex- 
piration of said terms, a member who shail be a holder of a certificate 
issued under this act, shall be appointed for a term of three years. 

Sec. 3. The board of accountancy, the majority of which shall in all 
cases have the powers of the board, shall determine the qualifications 
of persons applying for certificates under this act, and shall make rules 
for the examination of same which shall embody the following: 


(a) Examinations shall be held by the board at least once in each 
year, at such times and places as may be determined by 
them. The time and place of holding such examinations shall 
be advertised for not less than three consecutive days, not less 
than thirty days prior to the date of each examination, in 
at least two daily papers printed and published in this state. 
The examination shall be in theory of accounts, practical 
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accounting, auditing and commercial law as affecting ac- 
countancy. 

(b) Applicants for certificates, before taking the examination, must 
produce evidence satisfactory to the board that they are 
over twenty-five years of age, of good moral character, a 
graduate of a high school, with four years’ course, or have 
an equivalent education, or pass an examination to be set by 
the board, and that they have had at least three years’ prac- 
tical accounting experience. 

(c) After the examination provided by this act, the board shall, 
if in its judgment the applicants be entitled thereto, certify 
to the secretary of state the names and addresses of persons 
to be registered and to whom certificates of registration are 
to be issued. It shall thereupon be the duty of the secretary 
of state to register such persons as certified public account- 
ants, and to issue to them certificates of registration. The 
secretary of state shall be entitled to receive $2.50 for each 
registration and certificate issued, to be paid out of the 
funds accumulated by this act. 

(d) In the event the board shall waive the examination of any 
person of competent age, as in this act provided, the name 
of such person shall likewise be certified to the secretary of 
state, who shall likewise register such person and issue such 
certificate upon payment of the fees required hereunder. 

(e) All applications must be filed with the board of accountancy 
and be accompanied by the following fees: 

For examination or recommendation for waiver of 


same, as provided in section 4....... $25.00 
For registration under section 5......... SPE 
For issuance of certificate... ... 10.00 


Provided, however, that in the event any candidate fails to 
pass the required examination, he shall be entitled to take a 
second examination, within one year after the date of the 
examination at which he failed to pass, without paying a 
second fee. 

(f) From fees collected the board shall pay all expenses incident 
under this act; provided that no expense incurred shall be a 
charge against the funds of the state, and that the remunera- 
tion of each examiner shall not exceed the sum of $5.00 per 
day, while engaged in his duties as such, exclusive of the 
necessary traveling and other expenses to which he shall 
also be entitled; provided, however, that all moneys received 
in excess of the fees and expenses herein provided for shall 
be held by the treasurer of said board as a special fund for 
other like expenses of said board in carrying out the pro- 
visions of this act, but said treasurer shall file a report with 
the governor at the close of each calendar year, showing the 
amount of moneys received during said year, the amount 
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expended, and for what purpose, and also the total balance 
remaining in his hands, which report shall be subscribed 
and sworn to by said treasurer. 

(g) The board shall annually elect from its number a president, 
secretary, and treasurer, and all certificates required to be 
executed for and on behalf of the board shall be certified 
over the signature of the president and secretary. 


Sec. 4. The board may, in their discretion, waive the examination 
of any person of competent age, of good moral character, and who has 
been engaged in reputable practice as a public accountant for a con- 
tinuous period of three years, one of which shall have been in the state 
of Arkansas immediately preceding the passage of this act, or who has 
been employed as an accountant by reputable firms of accountants for 
a continuous period five years immediately preceding the passage of 
this act, one of which shall have been in the state of Arkansas, and 
who shall apply in writing to the board for such certificate within six 
months after the taking effect of this act. 

Sec. 5. The board may, in their discretion, issue a certificate to the 
secretary of state to the effect that any person who is a lawful holder 
of a certified public accountant’s certificate issued under the law of 
another state which provided for similar registration, and which 
established a standard of qualification as high as that required under 
this act, and upon the reception of such certificate, the secretary of 
state shall issue to such person a certificate of registration, which shall 
entitle the holder to practise as such certified public accountant and to 
use the abbreviation C. P. A. in this state. 

Sec. 6. The board may revoke or cancel the registration of any cer- 
tificate issued under this act for unprofessional conduct of the holder or 
other sufficient cause; provided that written notice shall have been mailed 
to the holder of such certificate at least twenty days before any hear- 
ing thereon, stating the cause of such contemplated action and ap- 
pointing a day for full hearing thereon by the board; and provided 
further that no certificate issued under this act shall be revoked until 
such hearing shall have been held or the opportunity for such afforded 
the person charged. In the event of the revocation, cancellation or 
suspension of any such certificate, the board shall notify the secretary 
of state of its action in the premises, and the secretary of state shall 
note such order of the board upon the records kept in his office. 

Sec. 7. If any person represents himself to the public as having 
received a certificate as provided in this act, or shall assume to practise 
as a certified public accountant, or use the abbreviation C. P. A. or any 
similar words or letters to indicate that the person using the same is 
a certified public accountant without having received such certified 
public accountant certificate, or without having received a registration 
certificate, as provided in this act; or if any person having received 
a certificate as provided in this act and having thereafter been deprived 
of such certificate by revocation as herein provided, shall continue to 
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practise and hold himself out as a certified public accountant, he shall 
be deemed guilty of a misdemeanor, and upon conviction thereof shall 
be fined a sum of not less than fifty dollars nor more than five hundred 
dollars for each offense; and each day such person shall so offend 
shall be deemed a separate offense. Nothing in this act shall be con- 
strued to prohibit any person from practising as a public or expert 
accountant in this state, but said act shall only apply to such persons as 
practise and hold themselves out to be certified public accountants. 

Sec. 8. If any person practising in the state of Arkansas as a certi- 
fied public accountant, under this act, or who is in the practice of 
public accountancy as a certified public accountant, or otherwise, shall 
knowingly or willfully falsify any report or statement bearing on any 
examination, investigation or audit made by him, or under his direc- 
tion, or make any false certificate, he shall be deemed guilty of a mis- 
demeanor, and upon conviction thereof shall be punished by a fine of 
not less than one hundred ($100.00) dollars, nor more than one thou- 
sand ($1000.00) dollars, or shall be imprisoned in the county or city 
jail for a term of not less than three months nor more than a year, 
or both such fine and imprisonment for each time he may so falsify 
such reports. 

Sec. 9. This act being necessary for the public peace, health and 
safety, the same shall take effect and be in force from and after its 
passage. 
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AN ACT PROVIDING FOR A STATE BOARD OF CERTIFIED 
ACCOUNTANTS, DEFINING THEIR POWERS AND 
DUTIES, AND PROVIDING FOR THE EXAMINATION 
AND LICENSING OF CERTIFIED ACCOUNTANTS. 


(Approved March 9, 1915) 


Section 1. Be it enacted by the general assembly of the state of In- 
diana that the state examiner and two deputy examiners of the state 
board of inspection and supervision of public offices shall constitute, 
ex-officio, a state board of certified accountants. They may at any 
time they may deem it necessary call in consultation an advisory 
board of three (3) persons, each of whom shall be a person skilled in 
the knowledge and practice of accounting and actively engaged as a 
professional public accountant within this state. 

Sec. 2. The state examiner shall be the president of the state board 
of certified accountants, and he shall appoint one of the deputy ex- 
aminers as secretary and treasurer. The board shall keep a record of 
its proceedings. 

Sec. 3. A citizen of the United States or a person who has duly 
declared his intention to become such citizen, not less than twenty-one 
(21) years of age, of good moral character, a graduate of a high school 
or having received an equivalent education, with at least three years’ 
experience in the practice of accounting, and who has received from 
the state board of certified accountants as herein provided a certificate 
of his qualifications to practise as a public accountant, shall be styled 
and known as a certified public accountant. No other person shall 
assume such title or use the abbreviation C. P. A., or other words or 
letters to indicate that he is a certified public accountant. Any citizen 
of the state of Indiana who for three (3) years prior to the passage of 
this act has personally practised in this state as a professional ac- 
countant or auditor and is of good moral character, upon proof thereof 
and the payment of a fee of ten dollars to said board of certified ac- 
countants made within ninety (90) days after the organization of said 
board, shall be granted without examination a certificate authorizing 
him to practise as certified public accountant and shall thereafter be 
styled and known as a certified public accountant. All such persons 
not applying for certificates’ within ninety (90) days after the organi- 
zation of such board shall be granted certificates only upon examina- 
tion as provided in this act. 

Sec. 4. Each year the state board of certified accountants shall hold 
an examination for such certificate. Each applicant shall be examined 
in theory of accounts, practical accounting, auditing and commercial 
law as affecting accountancy. If three or more persons apply for cer- 
tificates within not less than five (5) months after the annual examina- 
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tion, the board shall hold an examination for them. The time and 
place of each examination shall be fixed by the board. 

Sec. 5. At the time of filing the application for such examination 
and certificate each applicant shall pay to the treasurer of the state 
board of certified accountants a fee of twenty-five dollars. Such 
examination fee shall not be refunded, but an applicant may be re- 
examined without the payment of an additional fee within eighteen 
months from the date of his application. 

Sec. 6. A person who is a citizen of the United States or has de- 
clared his intention of becoming such citizen, who is at least twenty- 
one (21) years of age, of good moral character, who has complied with 
the rules and regulations of the state board of certified account- 
ants, and who holds a valid and unrevoked certificate as a certified pub- 
lic accountant issued under the authority of another state or territory 
of the United States or the District of Columbia or of a foreign nation, 
may receive from the board a certificate as a certified public accountant 
if the board is satisfied that the standards and requirements for a cer- 
tificate as a certified public accountant thereof are substantially equiva- 
lent to those established by this act. Such person may thereafter prac- 
tise in this state as a certified public accountant and assume and use 
the name, title and style of certified public accountant or any abbrevia- 
tion or abbreviations thereof. 

Sec. 7. For sufficient cause the state board of certified accountants 
may revoke a certificate issued under this act if a written notice has 
been mailed to the holder thereof at his last known address at least 
twenty (20) days before hearing thereon. Such notice shall state the 
cause of such contemplated action and appoint a time for hearing 
thereon by the board. No certificate issued under this act shall be 
revoked until after such hearing. 

Sec. 8. From fees collected under this act the board shall pay the 
expenses incident to its examinations and the expenses of preparing 
and issuing certificates, and all funds remaining after the payment of 
such expenses shall be turned into the state treasury and credited to 
the general fund of the state. 

Sec. 9. Nothing contained in this act shall be construed so as to 
prevent any person from vs employed within this state as a public 
accountant. 

Sec. 10. An emergency existing for the immediate taking effect of 
this act, the same shall be in full force and effect from and after its 
passage. 
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(Approved February 20, 1915) 


AN ACT TO PROVIDE FOR THE ESTABLISHMENT AND AP- 
POINTMENT OF A BOARD OF EXAMINERS OF ACCOUNT- 
ANTS AND TO FIX THEIR DUTIES AND COMPENSATION ; 
TO FIX THE QUALIFICATIONS OF CERTIFIED PUBLIC 
ACCOUNTANTS; TO PROVIDE FOR THE EXAMINATION 
AND REGISTRATION, AND LICENSING OF APPLICANTS 
FOR REGISTRATION AND TO AUTHORIZE THE USE OF 
THE TITLE “CERTIFIED PUBLIC ACCOUNTANT” AND TO 
PROVIDE PUNISHMENT FOR VIOLATIONS HEREOF. 


Be it enacted by the general assembly of the state of South Carolina: 


Section 1. Any person shall be deemed to be practising public account- 
ing as a certified public accountant within the meaning of this act who 
shall display a sign or in any way advertise himself as a certified public 
accountant. 

Sec. 2. It shall be unlawful for any person to hold himself out as a cer- 
tified public accountant, or to use the title certified public accountant, or 
the initials C. P. A. in the state of South Carolina unless such person 
shall have obtained a certificate of registration from the South Carolina 
board of examiners of public accountants, as hereinafter provided. 

Sec. 3. There is hereby created a board, whose duty it shall be to carry 
out the purposes and enforce the provisions of this act and shall be styled 
the South Carolina board of examiners of public accountants. 

Sec. 4. Said board shall consist of three members, two of whom shall 
have been resident public accountants engaged in the actual practice of 
public accounting in the state of South Carolina for a period of three years 
prior to their appointment; or shall have been employed within five years 
next preceding the passage of this act in the state of South Carolina, for 
at least three years, both in public accounting and as a chief or head 
bookkeeper managing an accounting department consisting of at least two 
accountants other than himself; one an attorney at law who in a like 
manner has been engaged in the practice of his profession for three years 
prior to his appointment, in courts of this state. The term of each member 
shall be three years and until his successor is appointed and qualified, and 
vacancies shall be filled for the unexpired term only; but in the original 
appointment of members of the board, one shall be appointed for the term 
of one year, one for two years and one for three years. Said board shall 
be appointed by the governor of this state within thirty days after this 
act shall become effective, and thereafter as vacancies occur. After the 
first board has been appointed only licensed certified public accountants 
shall be eligible to appointment. 

Sec. 5. The members of said board shall qualify by taking the oath of 
office before a notary public, or other officer empowered to administer 
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oaths, and a record of same filed in the office of secretary of state. At 
the first meeting of said board after each annual appointment, the board 
shall elect a president, vice-president and secretary-treasurer. Two 
members of the board shall constitute a quorum. Regular meetings shall 
be held at least once a year, at such time and place as shall be deemed most 
convenient for applicants. Due notice of such meetings shall be given by 
publication in such papers as may be selected by the president of the 
board. The board may prescribe rules, regulations and by-laws, in har- 
mony with the provisions of this act, for its own proceedings and govern- 
ment, for the examination of applicants for the practice of accounting. 
Said board, or any member thereof, shall have the power to administer 
oaths for all purposes required in the discharge of its duties and shall 
adopt a seal to be affixed to all of its official documents. 

Sec. 6. Every person, before beginning to practise as a certified public 
accountant in this state after the passage of this act, shall pass an exam- 
ination before said board of examiners in the theory of accounts, 
bookkeeping, practical accounting, auditing, commercial arithmetic and 
commercial and municipal law. Any person desiring to be examined by 
said board must fill out and swear to an application furnished by the 
board at least three weeks prior to the holding of an examination. Each 
applicant, on making application, shall pay to the secretary of the board a 
fee of twenty dollars. All persons successfully passing such examination 
shall be registered in the board register, which shall be kept by the 
secretary, as licensed to practise public accounting and shall receive a 
certificate of such registration, to be signed by the president and secretary 
of said board upon payment to the secretary of said board the sum of 
five dollars, which said sums shall be for the use of said board. 

Sec. 7. To every person who shall within sixty days after the passage 
and approval of this act submit to said board of examiners satisfactory 
proof as to character, competency and qualifications, and that he is a 
bona fide resident of this state, and has been continually engaged in the 
practice of accounting in this state for more than three years prior to 
the passage of this act, or shall possess the qualifications stated in section 


4 of this act, said board shall, in consideration of the sum of ten dollars, 


issue to him a certificate of registration and such person shall be entitled 
to use the title certified public accountant. 

Sec. 8. All persons entitled to a certificate of registration under the 
provisions of section 7 shall be exempt from the provisions of section 6 of 
this act, also every person entitled to a certificate under section 7, as 
herein provided, must make application therefor and present the evidence 
to entitle him thereto. Before any certificate is issued it shall be numbered 
and recorded in a book kept by the secretary of the board of examiners 
and its number shall be noted upon the certificate. In all legal proceedings 
the record so kept in the office of the secretary of the board, or certified 
copies thereof, shall be evidence of the facts therein stated. 

Sec. 9. All recipients of certificates of registration under this act shall 
have the same recorded in the office of the clerk of the circuit courts of 
county in which they reside, and shall pay a fee of fifty cents to the clerk 
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for recording same. Said clerk shall record said certificates in a book 
provided for that purpose. Any failure, neglect or refusal on the part of 
any person holding such certificate of registration to display or record 
the same as herein provided, for three months after the issuance of said 
certificate, shall forfeit all rights thereunder. 

Sec. 10. Every person to whom a certificate of registration is granted 
under this act, shall display the same in a conspicuous place in his or her 
principal office, place of business or employment. 

Sec. 11. Out of the funds coming into possession of said board, each 
member thereof may receive, as compensation, the sum of ten dollars and 
expenses for each day actually engaged in the duties of his office, and 
mileage at three cents per mile for all distances necessarily traveled in 
going to and from the meetings of the board. Said expenses shall be paid 
from fees and licenses received by the board under the provisions of this 
act, and no part of the salary or other expenses of the board shall ever be 
paid out of the state treasury. All money received in excess of said per 
diem allowance and mileage as above provided for, shall be held by the 
secretary and treasurer as a special fund for meeting the expenses of said 
board and carrying out the provisions of this act, and he shall give such 
bond as the board shall from time to time direct, and the said board shall 
make an annual report of its proceedings to the governor on the first 
Monday of January in each year, which report shall contain an account 
of all moneys received and disbursed by them pursuant to this act. 

Sec. 12. Every registered certified public accountant who desires to con- 
tinue the practice in this state, shall annually, on or before the first day of 
July of each year, pay to the secretary of said board a license fee to be 
fixed by the board, and which shall in no case exceed the sum of five 
dollars per annum, for which he shall receive a renewal of such license, 
and in case of the default of such payment by any person, his or her 
certificate shall be revoked by the board of examiners on twenty days’ 
notice in writing by the secretary of the time and place of considering 
such revocation, and deposit of said notice in the U. S. post office, 
addressed to the person at his or her last known place of residence or 
business, and the registered postage prepaid thereon shall be proof of due 
and legal service of such notice, but no certificate shall be revoked for non- 
payment if the person so notified shall pay such penalty as may be imposed 
by said board: provided, that the said board may impose a penalty not 
exceeding ten dollars upon persons so notified as a condition for allowing 
certificates to stand valid. Any person whose certificate of registration 
has been revoked for failure to pay his or her renewal fee, as herein 
provided, may apply to have the same regranted to him or her upon pay- 
ment to the board of all renewal fees that should have been paid had the 
certificate of registration not been revoked. 

Sec. 13. Any person registered, as provided for in this act, may have his 
certificate of registration revoked or suspended by the South Carolina 
board of examiners of public accountants for any of the following causes: 
(1) his or her conviction of a crime involving moral turpitude, in which 
case the record of conviction or a certified copy thereof by the clerk of 
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court or by the judge in whose court the conviction is had shall be con- 
clusive evidence; (2) when his or her certificate of registration has been 
secured by fraud or deceit; (3) for unprofessional conduct or for gross 
ignorance or inefficiency in his profession. 

Sec. 14. Any person who shall violate any of the provisions of this act 
shall be deemed guilty of a misdemeanor and, upon conviction in a court 
of competent jurisdiction, shall be punished by a fine of not less than 
twenty-five dollars and not exceeding one hundred dollars, or by imprison- 
ment not less than twenty days and not exceeding thirty days, and all fines 
thus received, one-fourth shall be paid to the party or parties furnishing 
proof necessary to convict, three-fourths to go to the common school 
fund in the county in which conviction takes place. 

Sec. 15. It shall be unlawful for the board of examiners to grant a cer- 
tificate to any one in the state of South Carolina under legal age. 

Sec. 16. This act shall go into effect immediately upon approval of the 
governor. 

Sec. 17. All acts or parts of acts inconsistent with this act are hereby 
repealed. 


Income Tax Department 
Eprtep sy Joun B. Niven, C. P. A. 


A further synopsis of rulings has been published by the treasury 
department, which seems to be a continuation of one of those com- 
mented on in last month’s Journat. The rulings now issued deal only 
with points arising from the corporation income tax. Several matters 
of interest are dealt with. 

One of the most important relates to the value to be placed on 
assets taken Over by a corporation, either for stock or cash. It will 
be remembered the department has held that in ascertaining net in- 
come derived from the sale of capital assets the difference between 
the selling price and the buying price shall constitute an item to be 
added to or subtracted from gross income, according to whether the 
selling price was greater or less than the buying price. This has been 
modified to the extent of allowing adjustments for depreciation 
charged off and credits received to be used in arriving at the actual 
profit or loss; but the principle of using the buying and selling prices 
as the basis has been adhered to in all cases. 

The synopsis above referred to contains a ruling which initiates a 
departure from this principle. It states that where a property is taken 
over in exchange for the capital stock of a corporation 1* « par value 
greatly in excess of the true value of the property and such property 
shall be later sold, it will be necessary to ascertain as nearly as pos- 
sible the true value of the property at the time it was taken over, and 
any excess Over this ascertained true value at which the property is 
sold will be held to be profit or income to the corporation. It further 
provides that similar action may be taken in cases where corporations 
acquire property for a mere nominal sum, and which had at the time 
of its acquirement a value greatly in excess of such sum. For the pur- 
poses of the ruling, “a careful estimate of such property at the time it 
was acquired may be fixed and set up as the value representing the 
cost of the property” (which will be subject to the approval of the 
internal revenue bureau), and any excess over such fixed value at 
which such property may be thereafter disposed of will be treated as 
income for income tax purposes. 

There is no doubt that the ruling has been promulgated to guard 
against fictitious values being placed on assets for the mere purpose of 
defeating the law, and to the extent to which such practices are pre- 
vented the ruling will receive general approval. It is, however, in 
the cases where the differences are not flagrant but only questions of 
opposite viewpoints in opinions held honestly, that the difficulties are 
bound to arise. Is the commissioner to have a discretionary right to 
object to the value placed on any asset ascertained by means of a sale 
or otherwise, and at what point of time may his right be exercised? 
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For instance, should a corporation sell an asset at a price much below 
the amount for which it was purchased many years before, would a 
right lie in the commissioner to get behind the purchase and fix a 
figure which he might think more in conformity with its value at the 
date of purchase? Such a power, and the use of such a power in the 
hands of the commissioner, would raise so many points of controversy 
and difficulty in the administration of the law that something more 
definite as to what is intended by the ruling should be obtained. 

Another ruling provides that where a foreign corporation sends to 
this country to solicit business a representative who may have only a 
mailing address here, the merchandise thus sold to be shipped direct to 
the consignee, it will be held that such corporation is transacting busi- 
ness in this country, and the net income arising and accruing to the 
corporation by reason of the business so transacted will be subject to 
the income tax. This provision seems entirely reasonable, if it could 
be exercised, but there would appear to be difficulties in securing the 
rendering of returns and probably also in enforcing collection. 

It is held that increment to a sinking fund as the result of investing 
the fund, or part of it, is income of the corporation and should be so 
returned. But on the other hand, if the investment be in the cor- 
poration’s own bonds, the corporation is entitled to deduct the interest 
paid on the bonds along with the other interest payments. 

In addition to the foregoing, which has been issued as T.D. No. 
2161, only two treasury decisions are available this month. These are: 

T. D. 2162, which provides that interest on bonds and dividends from 
stocks of domestic corporations owned by non-resident aliens, even 
though the bonds and stocks are physically located within the United 
States, are not subject to tax; 

T. D. 2163, reversing a previous ruling, provides that cash dividends 
are to be declared in the income tax return in the year in which they 
are actually received. On the other hand, it is provided that a stock 
dividend is not subject to the tax where it is a bona fide and permanent 
increase in capital, but if it is surrendered for cash, or if assets are 
being distributed by this means, then the amount realized will be con- 
sidered income. 


TREASURY DECISIONS 
(T. D. 2162, February 24, 1915) 


Non-taxability of interest from bonds and dividends on stock of domestic 
corporations owned by non-resident aliens. 

Interest from bonds and dividends on stock of domestic corpora- 
tions owned by non-resident aliens are not subject to the income 
tax, whether such bonds and stocks are physically located within or 
without the United States or whether they are in the possession of 
agents or trustees in some fiduciary capacity in the United States or 
otherwise. 
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All rulings and decisions in conflict herewith are hereby superseded 
and overruled. 


(T. D. 2163, February 18, 1915) 


Revision of T. D. 2048 defining taxable status of dividends paid on the 
capital stock from the current net earnings or established surplus 
created from the net earnings of corporations, joint-stock companies or 
associations, and insurance companies taxable upon their net income. 
Cash dividends or their equivalent paid from the net earnings or 

the established surplus or undivided profits of corporations, joint- 
stock companies or associations, and insurance companies, if declared 
and paid on or after March 1, 1913, constitute taxable income in the 
hands of shareholders or beneficiaries when received, and should be 
returned when the total net income of any individual is in excess of 
$20,000, inclusive of such dividends, and the additional tax should be 
paid thereon as on income for the year in which such dividends were 
received, without regard to the period in which the profits or surplus 
were earned or the period during which they were carried as surplus 
or undivided profits in the treasury or on the books of the corpora- 
tions, etc. 

Stock dividends issued as a bona fide and permanent increase of 
the capital stock of corporations, etc., without intent to evade the im- 
position of the personal income tax, are held to represent capital, and 
are not, therefore, subject to the income tax as gains, profits, and 
income in the hands of the stockholder. 

If, however, the dividend stock should be surrendered to the cor- 
poration for cash or its equivalent, or if the assets of the corporation 
in any manner should be distributed by means of the stock dividend, 
the amount realized will be considered income for the year when so 
converted or received, and will be returned as income by the corpora- 
tion or individual receiving the same. 

T. D. 2048 of November 12, 1914, is hereby revised, and all rulings 
or parts of rulings heretofore made which are in conflict herewith are 
hereby revoked. 
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Edited by Seymour Watton, C. P. A. 
Notes RECEIVABLE 


Two letters have been received asking about the treatment of notes 
receivable, which bring up points which may be of interest to readers 
of this department. 


Editor, Students’ Department: 


Sir: Your answers to the following questions will be very much 
appreciated: 

A. Jones owes Jackson & Son $500.00 and in settlement of same he gives 
Jackson & Son his note for sixty days. The entry in this case would be to 
charge notes receivable and to credit A. Jones. At maturity the note was 
presented to A. Jones for payment, but he refused to pay it. The dis- 
cussion is: Should an entry be made, debiting A. Jones and crediti 
notes payable, or should the debt remain on the books as a note receivable 

The law in Massachusetts is that if suit is brought it must be brought 
on the note and not on the original account. 

The questions requested to be answered are as follows: 

1. The note being presented for payment and dishonored, should the 
asset appear on the books in the form of an account receivable in the 
name of A. Jones, or as a note receivable? 

2. If suit is brought on the note (as is required in Massachusetts) 
should the asset appear on the books as a contingent asset or as a real 
asset! 

. Does the note when given in settlement of a debt discharge such 
debt, or is the debt still owing until the note is paid? 
Very truly yours, 
T. G. Frynn. 
Boston, Massachusetts. 


In no circumstances would the note be credited to notes payable. A 
note receivable is one that is given to us by some debtor, and is one for 
which we expect to receive payment when it is due. A note payable is 
one which we give to some creditor, and is one which we are expected to 
pay when it is due. A note receivable is signed by some one in our favor; 
a note payable is signed by us in favor of some one else. Confusion some- 
times arises in the minds of beginners when a note receivable given to 
us by a debtor is discounted by us in bank, or transferred to one of our 
creditors for credit to our account. Since there is a liability on our 
part to pay the note in case the maker does not pay it at maturity, it is 
assumed that the note should be credited to notes payable. The difference 
between our liability on a note payable and on a discounted note 
receivable is that in the case of the note payable our liability is primary, 
that is, we are obliged to pay the note in any event, while in the case 
of the discounted note receivable our liability is secondary, that is, the 
maker of the note is expected to pay it, and we are called on for payment 
only in case he fails to take it up. In order to give proper recognition 
to this contingent liability when notes receivable are discounted, they 
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should be credited to notes receivable discounted account. Such a note 
will thus appear twice on the books at the same time, at the debit of 
notes receivable and at the credit of notes receivable discounted. When 
it is ascertained that the maker has paid the note, or when we are 
obliged to pay it ourselves, on account of his default, a journal entry is 
made charging notes receivable discounted and crediting notes receivable. 
To avoid swelling the liabilities by amounts which are only contingent, 
the balance sheet may show on the debit side the total of the notes 
receivable “short,” with the discounted notes deducted, the difference 
being carried out as the notes actually on hand. 

Answering the numbered questions: 

1. There are two characteristics that distinguish a note from an open 
account. One is that the amount is agreed upon when the note is 
given, as it is a formal acknowledgment of the correctness of the account 
which it covers. The other is that it is due on a fixed date. While an 
open account may also be due at a certain time, by the terms of a sale, 
there is much more latitude allowed in regard to payment than in the case 
of a note. It is not considered a very serious thing for a man to be a 
few days late in paying an open account, but it does injure his credit 
materially if he does not meet a note promptly on the day it is due. For 
this reason many merchants will not give notes, as they do not care to be 
tied down to a specific day of payment. 

When a note becomes due and is dishonored, it should be charged 
back to the open account of the maker at once. This should be done 
even if it is immediately transferred to suspense account as a doubtful 
asset. This is because the note has lost its chief characteristic, that of 
being payable at a fixed date, but a more important reason is because a 
customer’s account should contain a complete history of all his dealings. 
If it is allowed to remain in notes receivable, and he should pay it, say 
within a month, there would be no record in his account of his ever 
having defaulted on the note. If in the course of a year or so he should 
again attempt to buy goods on credit, this important fact might easily be 
forgotten, and a line of credit might be extended to him which would not 
have been given if the true history had been evident on the account. 

2. In most states the holder of a note given in settlement of an 
account can sue on either the note or the account. If the amounts are 
the same he would naturally sue on the note, since it represents an 
agreed settlement. But it may happen that the creditor has made some 
concession in the amount in consideration of the debtor’s giving him a 
note payable at a fixed date. If such a note is not paid at maturity the 
consideration for the concession has failed, and the creditor can ignore 
the note and proceed to prove up the account just as if no note had been 
given. 

The writer does not pretend to know the law of Massachusetts. If it 
requires that suit must be brought on the note alone, it is an illustration 
of the absurdity of the legal system of this country. With forty-eight 
states, each with its separate code, it is impossible for any lawyer, still 
less any business man, to keep track of the different laws. Instead of 
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stretching the interstate clause of the federal constitution in an endeavor 
to get uniform procedure along a few lines, business men should demand 
an amendment to the constitution authorizing the congress to adopt a 
complete code of business laws applicable to all business, whether inter- 
state or not. Few of us would lament the fact that this would put states’ 
legislatures out of business, except perhaps for legislation of a police 
character. 

When a note is put into suit, it should remain on the books as a 
charge to the maker or to suspended accounts, but it should be offset by a 
debit to profit and loss and a credit to reserve for bad debts. This 
amount need not be for the whole amount of the note, but only the 
amount that it is expected will eventually be lost on it. If a proper 
system of setting up a reserve for bad debts has been adopted in the past, 
the loss on this particular note is supposed to have been anticipated as 
part of the average loss to be expected, and no entry need be made. If 
the note proves to be a total loss the account of the maker, or suspense 
if the note is now in that account, would be credited and reserve for bad 
debts charged. Any eventual partial loss would be treated in the same 
way, the amount recovered having been credited the maker or suspense. 

Therefore, the note, whether charged to the maker or to suspense, 
would apparently appear on the books as a real asset, but since it is 
offset in the reserve for bad debts, it is really only a contingent asset. 

3. Norton on Bills and Notes says: “Where a negotiable instrument 
to which the debtor is a party as drawer, acceptor, maker, or indorser, is 
received for a debt, whether precedent or contemporaneous, in the absence 
of agreement to the contrary a presumption arises in most jurisdictions 
that the instrument is received in conditional, and not in absolute payment.” 

Therefore, the giving of a note does not extinguish the debt, but 
causes it to lie dormant until the note becomes due. In extending a 
limited credit to a customer, the notes received from him that are still 
unpaid are, of course, counted as part of his indebtedness, just as well 
as his open account. 

A convenient way to keep track of the note indebtedness of a customer 
on the same account that carries his unsettled transactions is to use an 
inside column on the ledger for recording the notes. If the ledger does 
not have two columns on each side, the remarks column can be used 
for this purpose. When the customer gives a note in settlement of all 
or part of his account; he is credited with the amount in the regular 
column, and at the same time he is charged with it in the inside column 
on the debit side. When the note is paid he is credited in the inside 
column on the credit side. The balance of the outside columns is his 
indebtedness on open account, while the balance of the inside columns 
shows what he owes on notes not yet due. The inside columns are of a 
memorandum character only and do not enter into the trial balance. 


Editor, Students’ Department: 


Sir: A question has arisen in the office where the writer is employed 
as to the method of = of accrued interest on a note which is not 
paid at maturity. I 1 endeavor to state the problem below, and if you 
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consider same of sufficient interest would like to have your answer 
through the columns of THE JourNaL. 


The method in use at the office referred to above is to charge interest 
accrued and credit interest receivable monthly with the accrued interest 
for that period. Any notes having matured and which are not paid are 
charged back to the debtor’s open account. Any accrued interest is 
charged to interest receivable and credited to accrued interest. The 
writer is of the cpinion that, inasmuch as the interest was actually earned, 
the proper method to handle the transaction would be to credit interest 
accrued and charge the amount to debtor’s account. 

__If it was found that the note in question could not be collected without 
—— the amount of same plus accrued interest should be charged to 


suspended debtors. Of course proper provision has been made as to a 
reserve for bad and doubtful accounts. 


Trusting I have brought out the points under discussion, I am, 
Respectfully 


J. H. 
Milwaukee, Wisconsin. 


The plan followed by the office is much more conservative than the one 
advocated by F. J. H. The effect of it is that only interest actually paid 
is finally credited to profit and loss. The charge to interest accrued off- 
sets the credit to interest receivable, as long as a note is current. When 
a note is paid the interest that is paid with it would, of course, be credited 
to interest accrued. If all notes that have become due during the year 
have been paid, interest accrued will contain only the interest charged 
up on notes not yet due, and the difference between the balance of that 
account and that of interest receivable will be the interest that has actually 
been paid. By charging interest receivable and crediting profit and loss 
with this difference, there will be left in interest receivable account a 
credit balance exactly offset by the debit balance of interest accrued 
account. 

If our correspondent’s plan is adopted, interest accrued account will 
still show the amount of interest charged up on unpaid notes, but interest 
receivable account will contain not only the interest actually paid, but also 
the interest on past due notes that have been charged along with the 
notes to accounts receivable. This will result in crediting profit and loss 
with interest that has not been paid, but that is represented by a charge 
to a customer. As a man who does not pay his note at maturity is not 
supposed to enjoy very good credit, this would have the effect of includ- 
ing in the profits an item of very doubtful value. It is very poor policy 
to take profits that are subject to any doubt. Setting up a reserve for bad 
debts would only partly offset the error, unless the reserve included 100% 
of the interest in addition to the ordinary percentage on the note itself. 

This practice of charging the maker of the note with interest and 
crediting interest and eventually profit and loss, when the interest was 
due and unpaid, was the cause of serious disaster to many building and 
loan associations. The profits thus created were paid out in dividends 
to the matured stockholders, leaving the other stockholders to face heavy 
losses when it was found that the interest could not be collected. 

It is a mistake to swell profits when they are not represented by 
reasonably sure assets. 
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Casu Discount on Returnep Goons 


Editor, Students’ Department: 


Sir: As a subscriber to Tae Journat I kindly ask you to give me your 
opinion regarding the following: 

I purchased a bill of goods which amounted to $5,000.00 subject to a 
3% discount if paid within ten days from the date of the invoice. 


I paid the invoice within the ten day period and deducted $150.00, being 
3% discount. 


began using the goods and found them to be of an inferior quality 
and decided to return a large part of the purchase. 

Am I entitled to receive a credit for the full value of the goods re- 
turned or am I only entitled to receive a credit for the full value less 3% 
discount, the same as I deducted when I paid the invoice? 

I will greatly appreciate an expression from you. 

Very truly yours 

Coshocton, Ohio. R. S. Curtis. 

There does not seem to be any room for doubt; the credit must be 
net, that is, less the discount. Many accountants take the view that cash 
discount is really a reduction of the price. They claim that if the goods 
are bought at $970.00 flat they would be charged to the proper account at 
that price. If later similar goods are bought for $1,000.00, 3% off, 10 days, 
and the discount is taken, to charge the account with the full $1,000.00 is 
illogical. Under this view there is no question about the price of the 
returned goods being also net. 

That the same treatment must be given the subject by those who 
claim that cash discount does not affect the price of the goods, but is a 
reward of capital for providing funds with which to take it, can be 
made plain in this way. Assuming that one-fifth of the goods were 
returned, let us suppose that the return was made before the expiration 
of the ten days and before any money had been paid. It would hardly 
be reasonable to expect the seller to accept settlement of a net invoice of 
$4,000.00 with a deduction of 3% on the whole bill of $5,000.00. The 
difference in time between the payment and the return of the goods would 
not affect the principle. 

Again, if the purchaser has a right to return one-fifth of the goods 
and receive credit for the full invoice price, he would have an equal right 
to return two-fifths or five-fifths on the same terms. If he returns 
five-fifths and receives credit for the whole $5,000.00, the seller would owe 
him $150.00 for the privilege of taking back his goods. If this ruling 
would hold, it would offer a very lucrative way to employ a few thousand 
dollars of idle money. If the transaction could be repeated with different 
houses on an average of once a month, it would net 36% per annum on 
the principal, with no risk except the failure of the seller before the 
credit could be realized upon either in money or other goods that could 
be used in the regular trade of the purchaser. 


A Question as To Duty or A RECEIVER 


Editor, Students’ Department: 


Sir: The following question has come up and I am writing you to ask 
what you say is the proper method of handling same: 
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Two lumber companies have had receivers appointed to run their re- 
spective businesses. The one company manufactures the lumber and the 
other company is a brokerage concern and sells all the lumber the above 
concern manufactures. It also sells material bought from other mills. 

The first concern bills the lumber to the railroad company, and sends a 
memorandum showing what kind and the number of feet of lumber on 
the car. The second concern makes the invoices to the customer from 
the memorandum which it receives from the mill. 

The receivership starts January 25th; the mill loads and ships lumber 
on the 22d, and the invoices are not received at the office of the second 
company until the 25th. The question then comes to my mind: Who 
will invoice this material, the receiver or the old concern? I say the 
receiver should invoice the material as my understanding is that when a 
receiver takes hold of a business he is responsible for all invoices and 
shipments made; as, in the above case, if the old company does the 
invoicing it will cause the keeping of two sets of books until the last 
car of the old concern has been paid for, because the freight and any 
allowances on said car ought not to be shown in the receiver’s accounts. 
The reason is that some accounts stand a long time before they are paid. 

I have talked to the bookkeepers for the two concerns thus involved 
and they seem to think the old companies should take care of all items 
like the above, as well as all items up to and including January 23d. 

I want to know about the stopping and starting point—that is, where 
the old concern stops business and the new one starts, which I think is a 
very important question. 


REPLY 


Replying to your question, the only point to be determined is what did 
the receiver come into possession of on the 25th. He did not take over 
the lumber, because that had been shipped out of the mill three days 
before. As far as the lumber is concerned, a sale had been made by 
the mill, which is not affected in any way by the fact that the proper 
invoice had not yet been made out. The sale is the important thing, not 
the date at which the invoice was filled out. What the receiver took over 
was an open account against the customer. The invoice should be made 
by the brokerage concern under date of January 22d, and charged to the 
customer. The receiver would then schedule the account among the 
other accounts receivable. 

You say correctly that a receiver is responsible for all invoices and 
shipments made, provided you mean made by him. He had nothing to 
do with this shipment made three days before he took charge, and since 
he did not make the shipment, he does not make the invoice, which should 
take the same date as the shipment. 

It does not follow at all that “it will cause the keeping of two sets of 
books until the last car of the old concern has been paid for.” The receiver 
takes over the accounts as they stand on January 25th, after all the 
entries up to that date have been made. In settling with the customers 
he would allow them for freight, shortages and other deductions which 
would show on his books as his explanation of the failure to collect the 
full amounts originally scheduled by him. 

On January 25th all known adjustments should be made on the old 
books and those books should then be closed as they stand, using the 
values as appraised by the receiver. As the receiver’s books are opened 
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with these figures, his opening entries would then correspond with the 
closing statement of the old concern. 


Suspectep DeFALCATION—Duty oF AUDITOR 


The following letter was answered personally. It is reproduced here, 
as an auditor often finds himself confronted with a similar problem, 
requiring quick action: 


Editor, Students’ Department: 


Sir: In auditing a small bank, where the cashier did all the work, 
prepared all statements, etc., or in other words a “one man bank,” you 
found that statements submitted by him at the annual meetings were 
incorrect in several ways, especially so in regard to assets. For instance, 
cash on hand and in banks showed some ten or twelve thousand dollars 
more than actually shown by the correspondents’ statements. This balance 
you find has been running for some time, and just before you are called 
in to audit the books you discover that he has made an entry direct to the 
ledger crediting the bank with an amount sufficient to make the account 
agree with the bank statement. In verifying the additions of the de- 
positors’ ledger you find the cashier’s account is overdrawn $1,500.00, 
although the ledger shows he has a credit of $200.00, the difference occur- 
ring by his dropping from his account at one time $1,000.00 and extending 
a balance overdraft of $300.00 when it should be $1,300.00, the other 
difference being errors of same kind. 

The books were not in balance, and in rewriting and analyzing 
the different accounts you find a shortage, but on account of the system of 
crediting accounts by deposit slips and making charges from little slips, 
all of which cannot be located, you cannot specifically show items making 
shortage. What comment or charge would you make in your report? 

Personally I believe the cashier short in his accounts, but do not feel 
like making a direct charge in my report from the evidence. Would the 
fact that he had submitted false reports in regard to assets and liabili- 
ties, showing a surplus when there was a deficit, make him or the bonding 
company liable? 1 would be glad if you would advise me how best to 
cover these points in a report and also give your comment on same. 

Yours very truly, 
INQUIRER. 


REPLY 


You do not state what kind of bank you refer to, national, state or 
private. If either of the first two, your duty is plain. Call the directors 
together at once, and lay all the facts before them, stating, if you wish to, 
that the entries may be susceptible of explanation that might be satis- 
factory. In the meantime, notify the comptroller of the currency or the 
state banking department. If a private bank, notify the proprietors. 

The manipulation by the cashier of his own account is sufficient ground 
for the making of charges against him, so that you run no risk of being 
accused of making false accusations, in case the other entries are ex- 
plained. When the facts are submitted to the board or the proprietors, 
they must decide whether to notify the bonding company or not. Some- 
times the board and the principal stockholders will decide to make good 
the shortage themselves and let the cashier go, so as to save the bank. 

Locating the shortage, when tickets are missing and the books have 
not been properly kept, is a very difficult matter. It consists virtually 
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‘in rewriting the books from the time they were last in balance. A great 
deal can be saved in the way of time and labor by taking lump sums. 
That is, the deposits of any one day, taken as a total, should be represented 
by the totals of the remittances to New York and other correspondents, 
by currency, etc, and by the net of discounted notes. The charges to 
depositors should be represented by currency paid, by drafts bought, notes 
paid, etc. In this way, a daily trial balance can be set up of the true 
conditions, which can be compared with the cashier’s statements. The 
items which do not agree should be traced, if possible, so as to locate 
the actual entries accounting for the differences. All drafts on corre- 
spondents and all certificates of deposit should be verified by the paper 
itself, unless it has been destroyed, in which case the numbers on the 
statements of the correspondents must be relied on. If they have been 
destroyed, duplicates must be obtained. The stubs of the certificate book 
will have to be taken as correct, if the paid certificates are destroyed. 

If he has followed the custom in the vast majority of cases, the cashier 
will have a complete list of all the wrong entries. If he can be induced 
to surrender this, the task will be greatly simplified. 

Whatever you do, do not dally with this matter, but lay it at once 
before the parties principally interested. 


Rear Estate SuspIivisions 


Editor, Students’ Department: 


Sir: I have read with interest several articles lately in your JouRNAL 
pertaining to real estate accounting, particularly where real estate is sold 
on contract, the seller holding the title subject to conditions of contract 
being complied with. Such sales are very uncertain especially when a 
small amount has been received on account, which would not insure the 
sale, and to consider a profit made before the terms of the contract are 
fulfilled seems to me entirely wrong. 

I believe the general intent is when a tract of land is purchased to 
plat and sell or when any sales are made on contract, if purchaser fails 
to comply with its terms, he forfeits the payments made, and the seller 
instead of looking to the individual for the balance due, considers the 
property not sold, cancels the contract and places the lot back with the 
unsold ones; that would be the case especially when there had been only 
a small payment made on account 

In your November issue the article written by H. Ivor Thomas states 
one way—that the profit is made upon execution of contract as that safe- 
guards the sale; to credit the tract with sale, the profit thereby showing 
in the tract account; if contract is cancelled to charge back at selling 
price. Now suppose the cost of each lot was determined to be $300.00 and 
contract of sale was executed for $500.00 and $25.00 had been paid on 
account; if no change, the tract would show a profit by reason of such 
sale of "$200.00; after the profit is determined suppose the contract is 
cancelled and lot charged back at $500.00; that would leave some lots 
charged at cost and others at selling price and not uniform, and if lot 
once sold was sold again no profit would be realized unless sold for 
advanced figures. It seems to me such 4 is anticipated and contingent 
on terms of contract being complied with, and should not be taken account 
of rs profit earned until it is actually received or certain of being received. 

Suppose a company purchases a tract of land to plat and sell into lots; 
after preparing the tract for market the cost of each lot is determined, 
say $300.00: “then improvements for sewer, etc., are made, and the cost 
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bonded against each lot as it can be done here with the city payable in. 
instalments of 10% of the amount each year. I mention this bonded 
assessment simply as an additional account to be dealt with; the cost of 
this improvement to be $100.00; the lot is sold on contract for $500.00 
on terms of $10.00 down and $10.00 a month, subject to the bonded assess- 
ments of $100.00 existing against said lot which purchaser assumes and 
agrees to pay as the instalments become due to the city. 

I would make the entries thus: the tract being rged with the cost 
including expenses incidental to the platting and preparing the tract for 
sale and not to be credited with any sales until the property sold has 
been deeded or when the conditions of the contract have been complied 
with; the tract in this instance with .00 as the cost of each lot and 
bonded assessments credited with $100.00 for each lot. Upon sale as 
above mentioned charge contracts or accounts receivable with $500.00, the 
amount to be received by seller; charge bonded assessments $100.00, the 
amount assumed by purchaser; credit contract sales at cost price e000 
being the cost of lot; credit anticipated profit on contract sales .00, 
being amount of profit expected to realize; no profit is then taken account 
of until the lot is deeded or when terms of contract have been fulfilled; 
at such time the tract account will be credited with $400.00 and contract 
sales at cost price charged with same amount; anticipated profits on con- 
tract sales will be charged with amount of realized profit $200.00 and 
some profit account credited with $200.00. If contract of sale is canceled 
at any time contract sales at cost price and anticipated profits on contract 
sales will be charged with the sale price as it was credited before; balance 
due on contract to be credited to accounts receivable or contracts; pay- 
ments forfeited by purchaser credited to receipts from canceled contract 
sales; bonded assessments to receive credit for existing assessments. 

The tract account less the account “contract sales at cost price” will 
at all times show amount of property unsold, the balance in bonded 
assessment account being amount of assessment against unsold lots. 

Is this a correct method of determining the profit on which to pay 
income tax or is it proper to account for the profit at time the sale is 
made or at any time prior to the fulfillment of terms of contract? 

. G. N. 
Portland, Oregon. 


In our opinion, the point is well taken that no profit is made at the . 
time the contract of sale is executed. Even if the contract is sure to be 
carried out, the transaction is the same as the sale of goods for future 
delivery. In regard to such sales Mr. Montgomery quotes, with approval, 
an extract from a report: of the International Harvester Company, as 
follows: 

“Assuming a continuance of present credit methods and the same pro- 
portion of forward sales, it is considered advisable gradually to establish 
a contingent reserve for deferred profits on forward sales. Theoretically 
and technically, a profit is earned when the sale is made, but when the 
actual realization of the profit on certain sales is deferred a considerable - 
time beyond the close of the fiscal year, it is obviously a conservative and 
sensible policy to establish a contingent reserve to meet this condition 
inherent in the business. The policy prevents the misleading transfer of 
book earnings to surplus where a long period of time elapses between the - 
date of the sale and the realization of the profit in cash.” 
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If there were no other objection to this anticipation of profits, a very 
serious one would be that the profit would be taken in one period, while 
the next period or periods would have to pay the cost of collecting, in- 
cluding the expense of seeing that the purchaser paid the taxes and 
special assessments, or of paying them for him and charging them to 
him, if he defaulted on them, and then of collecting them from him 
again. Every one who has handled the subdivision of acre property into 
city lots knows that the subsequent expense is likely to be considerable. 

Crediting the tract account with the selling price of the lots sold, 
either at the date of the contract or at any other time, is a violation of 
accounting principles. It must not be forgotten that the land is mer- 
chandise. In its original unimproved state it is raw material. When it 
has been improved so that it is in a condition to be sold as lots it is 
finished product. Exactly as in a factory the cost of the finished goods 
includes the material and labor that go into them and also all the 
incidental or overhead expense necessary to produce them, so in the case 
of the land, to the cost of the raw material must be added the labor and 
additional material in the shape of trees, sewer pipes, etc., and the further 
expense of administrative supervision and other overhead items necessary 
to the proper development of the tract. To leave out the latter elements 
of cost would imply that the property developed itself without any 
supervision or incidental expense. 

Whether we consider the lots when ready for sale as developed pur- 
chases or as manufactured goods, it is entirely proper to charge the cost 
to the lot sales account, as sales are made, and thus to show the profit in 
the sales account. It is altogether improper to credit the sales to the 
tract account, because that is a purchase account, and it is wrong to 
show a profit in a purchase account. It is equally wrong to show a profit 
in a finished goods account. No one ever yet made a profit by purchasing 
goods or by manufacturing them. A profit is made only on sales, and in 
no other way, and the only logical method is to show the profit in the 
sales account, where it was made. Accountants frequently find book- 
keepers in a merchandising concern who credit the sales to the purchase 
account and then transfer the balance of that account to profit and loss 
as gross profits. They should always point out to them the illogical 
nature of such an entry and instruct them to change it. 

Crediting the tract account with the selling price of the lots sold 
explains why that account should be charged with the selling price of the 
lots repossessed through failure of the purchaser to carry out his con- 
tract. It is not charging the lot as a purchase, but is merely the cancella- 
tion of the credit made at the time of the originai sale. Keeping the tract 
account in this way is as great a mistake as the crude method of keeping 
one merchandise account to which are charged all purchases at cost and re- 
turned sales at selling price, and to which are credited all sales at selling 
price and returned purchases at cost. He is a poor bookkeeper, not to say 
accountant, that does not know better than that. As the lots are mer- 
chandise, a repossessed lot is nothing more nor less than a returned 
sale. The fact that the purchaser has forfeited his first payment does not 
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‘change the transaction any more than it would in an ordinary merchandise 
sale, if the purchaser had been required to put up a small deposit as an 
evidence of good faith, to be forfeited in case he did not take the goods 
when they were delivered to him. 

The whole trouble disappears if the accounts are kept in a proper 
manner. The entire cost of the tract, including all improvements and all 
necessary development expenses until the lots are ready for sale, should 
be charged to property. When a sale on contract is made the selling 
price should be credited to lot sales and charged to contracts. The first 
and all subsequent payments by the purchaser are credited to contracts. 
The contract accounts would, of course, be kept in a subsidiary ledger, 
for which contracts would be the controlling account, unless the number 
of lots is so small that the details of each contract can be kept on the main 
ledger. The excess of the credit balance of lot sales account over the 
debit balance of contracts would show the amount received in cash from 
purchasers. If a purchaser defaults in his contract, lot sales should be 
charged with the original selling price of the lot, and contracts should be 
credited with the balance due by the purchaser on his deferred payments. 
The difference, which would, of course, be the cash payments made by the 
purchaser, should be credited to forfeited payments, against which should 
be charged the expense of foreclosing on the contract, if any such expense 
were incurred. Any balance at the credit of forfeited payments should 
be credited to selling expense when the books are closed, as at least a 
partial reimbursement of the cost of selling the lot. 

Strictly speaking, no profit is made on the sale of a lot until the cash 
paid by the purchaser exceeds the cost of the lot. It is necessary for the 
owner to get back his own money put into the lot before he can realize 
any profit. However, since a sufficient number of payments will guarantee 
that the purchaser will either fulfill his contract, or will be able to find 
some one who will take the contract off his hands without forcing him 
to lose all he has paid, it is perfectly safe to take a partial profit on such 
lots. It will be necessary to make an inventory of such lots, showing the 
cost, the selling price, the gross profit and the percentage paid on the 
contract. Applying this percentage to the gross profit will give the profit 
actually earned on the lot. This may seem a drastic method to adopt, but 
it is much better than crediting profit and loss with the total of sales and 
charging it with the cost of the lots sold, thus taking the whole profit 
before the contract is completed. 

Mr. Alfredson’s method of opening an account with anticipated profit 
on contract sales accomplishes the same result, but it does not seem 
necessary to wait until the contract is entirely completed and a deed 
given before taking any profit. The proportion of anticipated profits rep- 
resented by the percentage paid on the contract would appear to be real 
profits, provided the percentage is large enough to secure the contract. 

We have never seen a ruling on what profits should be included in the 
federal income schedule in a case of this kind. In ordinary contracts, 
such as a contract for erecting a building, it has been ruled that no 
profits have been made until the work is finished and accepted. It is 
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probable that no objection could be made to stating the profits by the 
method we have suggested. 

We are so accustomed to thinking of land as a fixed asset that it is a 
little difficult to realize that this land is a floating asset, and that the 
sale of the lots is exactly similar to the sale of any other merchandise 
on the installment plan of payments. The English expression, “hire- 
purchase,” gives an exact idea of the transaction, since the land, or other 
property, is only rented to the purchaser under the contract until sufficient 
money has been paid to warrant the giving of a titie, subject to a purchase- 
money mortgage for the balance due. 


South Carolina C. P. A. Board 


The board of examiners of public accountants of South Carolina, 
authorized under the law approved February 20, 1915, has been ap- 
pointed, as follows: C. C. Fishburne (president), Columbia; G. B. 
Walton, Anderson; J. Hertz Brown, attorney, Spartanburg. 


Delaware Society of Certified Public Accountants 


The Delaware Society of Certified Public Accountants at its annual 
meeting on March 10th elected the following officers for the ensuing 
year: President, Clifford E. Iszard; secretary, T. Whitney Iszard; 
treasurer, Edward M. Stradley; member of executive committee, Peter 
T. Wright. 


Certified Public Accountants of Massachusetts, Inc. 


At the regular monthly meeting of the Certified Public Accountants 
of Massachusetts, Inc., held on March 10th, the bank commissioner of 
Massachusetts spoke on the relations which he had had with certified 
public accountants in the work of administering the C. P. A. law and 
examining savings banks. 


David S. Kerr, chartered accountant, announces the opening of offices 
in the Dominion Express Building, 145 St. James Street, Montreal, Canada. 


Sellars, Dicksee & Company, chartered accountants, announce that they 
have moved their offices to Lincoln House, 296-302, High Holborn, 
London, W. C. 


H. C. Hopson, C. P. A. (Wis.), formerly with the Wisconsin Tax 
Commission, Interstate Commerce Commission and the New York Public 
Service Commission, announces the opening of an office for the practice 
of accountancy at 61 Broadway, New York. 
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